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Fyne and Wear Fire and Rescue Authority l

Ged Fitzgerald
Clerk to the Autharity

GOVERNANCE COMMITTEE

Meeting of the GOVERNANCE
COMMITTEE fo be held in the Fire Authority
Rooms at the Fire and Rescue Service
Headquarters, Nissan Way, Barmston Mere,
Sunderland on MONDAY, 25™
SEPTEMBER, 20086 at 12 noon.

AGENDA
PART |
ITEM PAGE
L Apologies for Absence
2, Declarations of Interest
3 Minutes 1

Minutes of the Last Meeting of the Committee held on
26" June, 2006 (copy herewith) for confirmation.

4. Audited Statement of Accounts 2005/2006 5
Report of the Finance Officer (copy herewith).

5. Audit Commission — Annual Governance Report o
2005/2006

Report of the Audit Commission (copy hergwith)

Char Vision Statement:
"CREATING THE SAFEST COMMUNITY"

Cur Mission Stotement:
“TO SAVE LIFE, REDUCE RISK, PROVIDE HUMANITARIAN SERVICES AND PROTECT THE EMYVIRONMENT"
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6. Statement of Accounts 2005/2006
(Copy herewith).
7. Letter of Representation

(Copy herewith).
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Item No.3
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Fyne and Wear Fire and Rescue Authority

Ged Fitzgerald
Clerk fo the Authorily

Minutes of the meeting of the
GOVERMNANCE COMMITTEE held in
the Fire and Rescue Service
Headquarters, Barmston Mere on
MONDAY, 26™ JUNE, 2006 at
10.30 a.m.

Present:
Mr. G. N, Cogk in the Chair

Councillors M. Forbes and O'Neil.

Apologies for Absence

Apologies for absence were received from Councillors Woodwark, James and
Mr. Paterson.

Declarations of Interest

There were no declarations of interest,

Internal Audit Annual Report 2005/2006

The Finance Officer submitted a report (circulated) advising Members of the
performance of Internal Audit Services (I1AS) during 2005/2006. The report provided an
overall position of the soundness of the internal control environment in place to
minimise risk to the Authority.

(For copy report — see original minutes).

Our Vision Statement;
“CREATING THE SAFEST COMMUNITY"

Cnar Mission Statement:

“TC SAVE LIFE, REDUCE RIGE, PROVIDE HUMANMITARIAN SERVICES AND PROTECT THE ENVIRONMENT”
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A discussion ensued, during which Councillor Mrs, Forbes queried the current position
in relation to PFl. The Chief Fire Officer responded and in doing so advised that things
were progressing positively and that all new facilities had been well received by staff
and the local community.

i RESOLVED that the report be noted including the conclusion of internal audit
activity during the year that overall throughout the Authority there continues to be a
sound internal control environment.

Statement of Accounts 2005/2006

The Chief Fire Officer and the Finance Officer submitted a joint report (circulated),
which the Finance Officer suggested be taken in two parts.

Firstly, the Eeview of Corporate Governance Arrangements were brought to Members
attention.

(For copy report — see original minutes).

The Chairman qgueried what progress had been madea in terms of Risk Management and
on which particular areas the Fire and Rescue Authority were concentrating, The
Finance Officer clarified that Corporate Risk Management did not relate to Fire risk, but
instead this concerned business risk, for example Single Status, contingency planning
and business continuity etc,

The Chief Fire Officer advised that in terms of business continuity, contingency planning
in the event of industrial strike action was being considered. It was highlighted that this
required attention following Government’s announcement that Fire and Rescue
Authorities would no longer be assisted during times of industrial dispute. Tyne and
Wear Fire and Rescue Authority were therefore looking at this issue as a significant risk
and were working towards identifying an alternative service provider who could be
called upon in the event of strike action.

Secondly, the unaudited Statement of Accounts 2005/2006 were brought to Members
attention. The Finance Officer circulated some amendments to the accounts and
summarised the main points as follows.

The Statement of Accounts for 2005/2006 had been prepared in accordance with the
‘Code of Practice on Local Authority Accounting in the United Kingdom: A Statement of
Recommended Practice 2005'. The Code of Practice constituted 'proper accounting
practice’ under the terms of the Accounts and Audit Regulations 2003, and the Local
Government and Housing Act 1988,

Members of the Commitiee were then advised that the Authority operated a 'Cleaning
Trading Account’, which was required to demonstrate Best Value. One method of
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showing this was through setting and achieving a target to breakeven, which the
Trading Account had achieved during 2005/20086.

In addition, Members were notified that Sunderland City Council, the Lead Authority,
had successfully implemented a new Financial Management System (SAP) and that it
had brought many improvements to both the financial management and the operational
efficiency of the finance function within the Authority.

The Finance Officer then provided an overview of the Private Finance Initiative, which
had involved the Authority entering into a contract in March 2003 to provide 6 new fire
stations, a Service Headquarters and a new Technical Services Centre. As Members
were aware, the construction programme had commenced in May 2003, however due to
financial constraints of the parent company (Jarvis plc) of the contractor, the works had
suffered delays, resulting in significant cost increases. It was confirmed that the
Authority had worked closely with Barclays Bank plc to secure completion of the
programme of works.

Finally, Members of the Committee referred to the Section on Developments in
Accounting for Pensions. It was confirmed that the new arrangements had no impact
on the Authority's Accounts for 2005/20086,

Having provided the above-mentioned overview, Members questioned the Finance
Officer.

The Chief Fire Officer commented that the implementation of the new pension scheme
had been delayed, and as a consequence new staff were currently parked under the
existing scheme until the new scheme came into force, An order was due to go through
Parliament and it was expected that the new scheme would come into force in October
2006,

It was envisaged that between January — March 2007 the Tyne and Wear Fire and
Fescue Authority would be running an options exercise in conjunction with autharities
nationally, which would allow staff the oppertunity to move from the old pension scheme
to the new.

The Chairman queried whether the changes in pensions could result in strike action. In
response, tha Chief Fire Officer confirmed that the likelihnod of strike actinn was
unknown, however the Authority were trying their utmost to avoid it.

The Chairman gueried the differences between the employee related expenses in
2004/2005 to 2005/2006 (on page 66 of the Statement of Accounts) and why the two
amounts differed. The Finance Officer highlighted that the difference was due to
inflationary increases.
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The Chairman queried the movement in net expenditure between Community Fire
Safety and Fire Fighting and Rescue Operations between 2004/2005 and 2005/20086
(on page 65 of the Statement of Accounts). The Chief Fire Officer advised that this
movement reflected the change in emphasis towards preventative services delivered
through the Community Fire Safety Service. This is managed, and delivered, through
the Authority's Integrated Risk Management Plan.

The Chairman queried the reduction in Non Distributed Costs between 2004/2005 and
2005/2008 (on page 65 of the statement of Accounts). The Finance Officer advised that
this reflects pension costs notified by the Tyne and Wear Pension Fund and Firefighters
Fension Scheme, as advised by the respective Pension Fund Actuaries.

Members confirmed that having already been provided with an overview of FMS, the
Trading Account and PFI, they had no further questions.

The Finance Officer then briefly described each of the amended pages which had been
tabled at the Committee. Following this it was: -

o RESOLVED that the amendments be accepted and that the Statement of
Accounts for the financial year ended 31% March, 2006 be approved, subject to audit.

(Signed) G. N. COOK,
Chairman,
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PREUVENTING PROTECTING RESPONDING

Item No.4

TYNE AND WEAR FIRE AND RESCUE AUTHORITY
GOVERNANCE COMMITTEE - 25" SEPTEMBER 2006

SUBJECT: AUDITED STATEMENT OF ACCOUNTS 2005/2006

REPORT OF THE FINANCE OFFICER

1

i

1.2

1.3

2.1

2.2

2.3

3.1

Introduction

Members will be aware that the Audit Commission, as the Authority's
external auditors, are required to report on the final accounts, and report
certain matters to Members prior to an opinion being provided on the
Authority's accounts.

The Audit Commission has audited the financial statements of the Authority
under the Audit Commission Act 1988, the Code of Audit Practice issued by
the Audit Commission and International Standards on Auditing (ISA) issued
by the Auditing Practices Board,

Once the Governance Committee has noted the contents of this
communication, the Audit Commission can formally provide an opinion on
the Statement of Accounts for the year ended 31* March 2006.

Statement of Accounts 2005/2006

In line with ISA 260, the Audit Commission has produced an Annual
Governance Report, in which the auditor's opinion is that the financial
statements present fairly the financial position of the Authority as at 31%
March 2006 and its income and expenditure for the year then ended. The
Annual Governance Report 2005/2006 is attached elsewhere on the
Agenda.

The Statement of Accounts have been amended for what are considered to
be adjusted mis-statements following the audit. These amendments are
detailed in Appendix A for information.

On the basis of the amendments agreed with the external auditors, the
Audit Commission will formally provide an opinion on the attached
Statement of Accounts before the end of September 2006.
Recommendations

Members are requested to

(a) Note the contents of the Audit Commission Communication
concerning Financial Statements;

Creating the Safest Community



PREUVENTING PROTECTING RESPONDING

(b)  Approve the Audited Statement of Accounts for the Financial Year
ended 31 March 2008.

BACKGROUND PAPERS

The undermentioned Background Papers refer to the subject matter of the
above report:

Statement of Accounts 2005/2006 — Adjusted Mis - Statements

Creating the Safest Community
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Appendix A
TYNE AND WEAR FIRE AND RESCUE AUTHORITY

STATEMENT OF ACCOUNTS 2005/2006 - ADJUSTED MIS-STATEMENTS

The following adjusted mis-statements have been reflected in the 200520086
Statement of Accounts included with this Agenda:-

Fixed Asset Valuations

- the valuation certificate has been amended in order that the value of
assets as at 1% April 2005 can be reflected within the Accounts. This
adjustment has had the impact of revising the asset value at the year-end,
but has not affected the reported surplus for the year.

Capital Charges Calculations

- arising from the adjustment, above, to Fixed Asset Valuations, the level of
depreciation charged in the Accounts has been revised. This has not
affected the reported surplus for the year.

the method of calculating the Minimum Revenue Provision has been
reviewed in the Accounts, to be based on 4% of the opening Capital
Financing Reguirement. This has had a small impact within the Accounts,
and has had no impact on the reported surplus for the Authority.

Prior Year Adjustment — Pension Payments

firefighter pension payments are paid one month in advance, and the audit
has identified that this prepayment has not been reflected correctly within
the Authority’'s Accounts. As this has been an ongoing issue over a
number of years, the Accounts have been changed to report a prior year
adjustment, and revise the 2004/2005 comparative figures accordingly.
The impact of the prior-year adjustment, combined with adjusting for the
prepayment in 20056/20086, is to transfer an additional £1.030 million into

the Authority's Pension Reserve. There is no impact on the Authority's
reported surplus for the year.

Additional Accrual

following review, it has been identified that a rent payment of £72,000 has
been incorrectly charged in the 2006/2007 financial year. An accrual has
now been made for this payment within the 2005/2008 Accounts, and this
has the impact of reducing the reported surplus for the year from £1.040
million to £0.968 million.

Creating the Safest Community
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Post Balance Sheet Events, Note 18, Page 40 (additional disclosure notes
required) >

- a non-adjusting post balance sheet event has been included within the
Accounts to refer to the revised arrangements in accounting for firefighters
pensions with effect from 1% April 2006. This has no financial impact on
the Authority's Accounts for 2005/20086.,

a post balance sheet event has been included within the Notes to the
Balance Sheet to refer to the ongoing negotiations, and potential liability,
in relation to PFI Change Orders. Again this has no financial impact on
the Authority's Accounts for 2005/2006,

Revenue and Balance Sheet Notes (presentational changes only)

- the analysis of the Movement on Fixed Assets (Note 1, Page 33) has
been represented in the accounts to more accurately reflect the activity
within each asset category during the year. In addition to this a transfer of
assets between Operational Land and Buildings and Non-Operational
Assets has been made to reflect re-classification of PFI land held at 31%
March 2005. These changes have not affected the total asset value
stated on the balance sheet.

- the existing PF| disclosure note (Note 9, Fage 29) has been extended to
reflect the level of the Unitary Charge and PFI credits for 2005/20086.

Creating the Safest Community
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Item No.5

Annual governance
report
Tyne and Wear Fire and Rescue Authority
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External audit is an essential élement in the process of accountability for public
money and makes an important contribution to the stewardship of public
resources and the corporate governance of public services,

Audit in the public sector is underpinned by three fundamental principles:

» auditors are appointed independently from the bodies being audited,;

» the scope of auditors' work is extended to cover not only the audit of financial
statements but also value for money and the conduct of public business; and

« auditors may report aspects of their work widely to the public and other key
stakeholders.

The duties and powers of auditors appeinted by the Audit Commission are set out
in the Audit Commission Act 1998 and the Local Government Act 1999 and the
Commission's statutory Code of Audit Practice. Under the Code of Audit Practice,
appointed auditors are also required to comply with the current professional
standards issued by the independent Auditing Practices Board.

Appointed auditors act quite separately from the Commission and in meeting their
statutory responsibilities are required to exercise their professional judgement
independently of both the Commission and the audited body,

Status of our reports to the Authority

The Statement of Responsibilities of Auditors and Audited Bodies issued by the Audit
Commission explains the respective responsibilities of auditors and of the audited body.
Reports prepared by appointed auditors are addressed to members or officers. They are
prepared for the sole use of the audited bady, Auditors accept no responsibility to:

« any member or officer in their individual capacity; or
» any third party.
Copies of this report

If you require further copies of this report, or a copy in large print, in Braille,
on tape, or in a language other than English, please call 0845 056 0566.

& Audit Commission 2000

For further information on the work of the Commission please contact:

Audit Commission, 1st Floor, Millbank Tower, Millbank, Londan SW1P 4HQ
Tel: 020 7828 1212 Fax: 020 7976 6187 Textphone (minicom): 020 7630 0421
www.audit-commission.gov.uk
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Purpose of this report

Introduction

We are required by the Audit Commission's statutory Code of Audit Practice for
Local Government bodies (the Code) to issue a report to those charged with
governance summarising the conclusions from our audit work. For the purposes
of this report, the Authority's Accounts and Governance Committee is considered
to fulfil the role of those charged with governance and references to the Audit
Committee should be read as such,

We are also required by professional auditing standards to report certain matters
before we give our opinion on the financial statements. The section of our report
covering the financial statements fulfils this requirement.

This is our annual governance report covering the audit of the Authority for the
year ended 31 March 2006. The principle purposes of the report are:

e toreach a mutual understanding of the scope of the audit and the respective
responsibilities of the auditor and those charged with governance;

» to share information to assist both the auditor and those charged with
governance to fulfil their respective responsibilities; and

e to provide recommendations for improvement arising from the audit process.

The Audit Commission has circulated to all audited bodies a Statement of
Responsibilities of Auditors and Audited Bodies that summarises the key
responsibilities of auditors. Our audit has been conducted in accordance with the
principles set out in that statement.

Scope of the report

In undertaking our audit, we comply with the statutory requirements of the Audit
Commission Act 1998 and the Code. Auditors’ responsibilities are to review and
report on, to the extent required by the relevant legisiation and the requirements
of the Code:

« the Authority's financial statements; and

» whether the Authority has made proper arrangements for securing economy,
efficiency and effectiveness in its use of resources.

Our risk assessment and planned response to the key audit risks was
summarised in our audit and inspection plan. A summary of our responsibilities
and audit approach is included in Appendix 1. The annual governance report
summarises the significant findings, conclusions and recommendations arising
from our audit work. The results of our inspection work will be reported in the
Relationship Manager Letter later in the year.

TWFRA



Annual governance report | Purpose of this report 5

7 We have issued separatg reports during the year having completed specific
aspects of our programme, which are listed in Appendix 2, Appendix 3 provides
information about the fee charged for our audit and Appendix 4 sets out the
requirements in respect of independence and objectivity.

Key messages

8 Qur work on the financial statements and the Authority's arrangements to secure
economy, efficiency and effectiveness in its use of resources is now substantially
complete. We anticipate being able to issue an unqualified opinion by 30
September 2006, and a draft report is attached at Appendix 5.

TWFRA
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Financial statements

Status of the audit

We are required to give an opinion on whether the Authority's financial
statements present fairly;

« the financial position of the Autharity as at 31 March 2006
» its income and expenditure for the year then ended.

Matters to be reported to those charged with
governance

10 We have the following matters to draw to your attention.
Adjusted misstatements
11 To assist you in fulfilling your governance responsibilities, we are required to
consider reporting adjusted misstatements to you. We therefore draw your
attention to the list of material and significant misstatements that management
has adjusted, as set out in Table 1 below.
Table 1 Adjusted misstatements
Issues Value of Impact on general fund
misstatement surplus/ (deficit)
£'000
Amendment to fixed asset valuations 877 Nil - affects balance sheest
only
Amendment to capital charges 181 Nil - affects balance sheet
calculations only
Pension payments adjustment - also 1030 prior year  Nil - adjustment made
affects prior years adjustment through pensions reserve
85 in 2005/6
Missed rent accrual 72 (72)
Post balance sheet events - firefighter  Additional Nil
pensions arrangements and PFI disclosure only
change orders
Changes to revenue and balance Presentation Nil
sheet notes on fixed assets and PFI only
scheme
TWFRA
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Annual governance report | Financial statements 7

To help prevent such errors in the future, we recommend that draft accounts are
subject to a more rigorous quality assurance and review process prior to
approval

Uncorrected misstatements

QOur audit did not identify any misstatements in the financial statements that
management decided not {o adjust.

Qualitative aspects of accounting practices and financial
reporting

Our audit includes consideration of the qualitative aspects of the financial
reporting process, including matters that have a significant impact on the
relevance, reliability, comparability, understandability and materiality of the
information provided by the financial statements. We wish to report the following
matters to you:

« We experienced some delays in receiving supporting working papers from
officers, although we acknowledge that those which were produced were of
good guality. To enhance this process for the future, we recommend that
project management of the closedown process is improved, with better liaison
between fire brigade and civic centre support staff.

» The Authority has an accumulated pensions reserve of £11.9m. Due to the
introduction of a national firefighters pension scheme in 2006/7, this may not
all be required in the future. We therefore recommend that the future use
and level of this reserve is reconsidered as part of the Authority's medium
term financial planning

Material weaknesses in internal control identified during the
audit

QOur audit did not identify any significant weaknesses in systems of accounting
and financial control.

We have not provided a comprehensive statement of all weaknesses which may
exist in internal control or of all impravements which may be made, but have
addressed only those matters which have come to our attention as a result of the
audit procedures we have performed.

Matters specifically required by other auditing standards

Other auditing standards require us to communicate with you in other specific
circumstances including:

» where we suspect or detect fraud;

« where there is an inconsistency between the financial statements and other
infarmation in documents containing the financial statements; and

« non-compliance with legislative or regulatory requirements and related
authorities.

TWFRA
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We have no such matters to report to you.

Any other matters of governance interest

18 Finally, we are required to report any other matters that we believe to be of
governance interest. We have no such matters to report to you.

Letter of representation

18 We obtain written representations from management as an acknowledgement of
its responsibility for the fair presentation of the financial statements and as audit
evidence on matters material to the financial statements. The text of the required
letter of representation is included at Appendix 6.

Next steps
20 We are drawing these matters to the your attention so that:

« you can consider them before the financial statements are approved and
certified:

+ the representation letter can be signed on behalf of the Authority and those
charged with governance before we issue our opinion on the financial
statements; and

TWFRA
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Use of resources

Value for money conclusion

The Code requires us to issue reach a conclusion on whether we are satisfied
that the Authority has proper arrangements in place for securing economy,
efficiency and effectiveness in its use of your resources (the value for money
conclusion). In meeting this responsibility, we review evidence that is relevant to
the Authority's corporate performance management and financial management
arrangements.

We have completed our work in relation to the use of resources and propose to
issue an unqualified value for money conclusion in respect of 2005/6,

Detailed feedback on this work has been provided to officers. In summary, we
identified particular strengths in respect of;

« business planning and consuitation

« data quality and perfermance management
¢ financial management

« probity and internal control,

To improve existing processes still further, and prepare for the forthcoming use of
resources assessment, we have recommended that the Authority should:

» Develop corporate processes for demonstrating and improving value for
money

« Expand the medium term financial plan to demonstrate clearer links to
corporate strategies and the IRMP, and to articulate how accumulated
balances and reserves will be utilised

« Implement a corporate capital strategy which links together the existing
asset management framework document, capital programme and asset
management plan.

Best Value Performance Plan

The Code and Local Government Acts require us to us to:

* Assess the adequacy of data quality arrangements

¢ Confirm that the authority has published a Best Value Performance Plan by
30 June each year which contains nationally specified performance
information and complies with relevant legislation and DCLG guidance.

Qur work identified only minor issues relating to the presentation of the BVPP and
these amendments have now been published on the Authority's website. We
therefore issued an unqualified audit report on the BVPP on & September 2006.

TWFRA
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Use of auditors' statutory powers

27 Awuditors are required to consider the exercise of certain statutory powers during
the course of the audit, as summarised in Table 5 below.

Table 2 Use of statutory powers
Insert text

Issue Auditor responsibility Impact

Section 8 reports Section 8 of the Act requires  There have been no
that auditors should section 8 reports in
consider whether, in the respect of the financial

public interest, year 2005/2006.
they should report an any

matter that comes to their
attention in the course of the
audit so that it may be
considered by the body
concerned or brought to the
attention of the public.

Section 11 To consider whether a There have been no s11

recommendations written recommendation recommendations.
should be made to the

audited body requiring it to
be considered and
responded to publicly,

TWFRA
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Closing remarks

A copy of this memorandum will be presented to the Accounts and Governance
Committee on 25 September 2006,

The Authority has taken a positive and constructive approach to our audit and |
would like to take this opportunity to express my appreciation for the Authority's
assistance and co-operation.

Lynne Snowball
District Auditor

September 2006

TWFRA
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Appendix 1 — Audit responsibilities
and approach

Audit objectives

Qur objective as your appointed auditor is to plan and carry out an audit
that meets the reguirements of the Code of Audit Practice. We adopt a
risk-based approach to planning our audit, and our audit work has focused
on the significant risks that are relevant to our audit responsibilities.

Figure 1 Code of Audit Practice
Code of practice responsibilities

Audit of fingncial statemenis and " Fisk bazed

assurance relating to areas planning based

caoverad by SIC an undarstanding

the body's business and
averall corporala
govemance

Assurance in relation o
corporate perfarmance
and financial management
arrgngements

1o secure WM
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Approach to the audit of the financial
statements

In cur approach to auditing the financial statements, we adopt a concept
of materiality. Material errors are those which might be misleading to a
reader of the financial statements. We seek, in planning and conducting
our audit of the accounts, to provide reasonable assurance that your
financial statements are free of material misstatement. In planning our
work we considered the arrangements of the Authority which had most
impact on our opinion, These included:

e the standard of the overall control environment and internal controls;
e reliance on internal audit;

» the likelihood of material misstatement occurring from of material
information systems; or a material error failing to be detected by
internal controls;

» any changes in financial reporting requirements; and

» the effectiveness of procedures for producing the financial statements
and supporting material.

» The results of the above feed into our risk assessment which
determines the level and type of testing undertaken on each element
of the financial statements.

Approach to audit of arrangements to secure
value for money

The scope of these arrangements is defined in paragraph 20 of the Code
as comprising:

« corporate performance management; and
« financial management arrangements.

Our conclusion is informed and limited by reference to relevant criteria
covering specific aspects of audited bodies' arrangements, specified by
the Code.

In planning audit work in relation to the arrangements for securing
ecanomy, efficiency and effectiveness in the use of resources, considered
and assessed relevant significant business risk. Significance is defined by
the Code as 'a matter of professional judgment and includes both
quantitative and gualitative aspects of the risk’.

The potential sources of assurance when reaching the value for money
conclusion include:

» the Authority's whole system of internal control as reported in its
statement on internal control;

TWFRA
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= results from statutory inspections or the work of other regulators, for
example, corporate assessments, service assessments (whether by
the Commission or other regulators), eic;

= work specified by the Audit Commission, for example, the use of
resources assessments, and data quality work;

¢ links to the financial statements' audit, including review of internal
audit, the SIC and budgetary control arrangements; and

» other work necessary to discharge our responsibilities.

TWFRA



Appendix 2 — Audit reports issued

Table 3

Output Date of issue

Audit and inspection plan May 2005
(updated May
20086)

Review of RMB arrangements March 2006

Working arrangements protocol June 2006

Civil contingencies arrangements September 2006

Annual governance report September 2006

Opinion on financial statements September 2006

Value for money conclusion September 2006

Final accounts memorandum September 2006

BVPP report September 2006

TWFRA
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Appendix 3 — Fee information

Table 4
Fee estimate Plan 2005/068 Actual 2005/06
£ £

Accounts 40,000 40,000

Use of resources ‘ 14,000 14,000

Total audit fees 54 000 54,000
Woluntary improvement work 0 0

TWFRA
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sutharity that dees not administer a pension fund/ palice/fire/national

Appendix 4 — The Audit
Commission’s requirements in
respect of independence and
objectivity

We are required by the standard to communicate following matters to the
Audit Committee:

the principal threats, if any to objectivity and independence identified
by the auditor, including consideration of all relationships between the
Authority, directors and the auditor;

any safeguards adopted and the reasons why they are considered to
be effective;

any independent partner review;
the overall assessment of threats and safeguards; and

information about the general policies and processes for maintaining
objectivity and independence.

We are not aware of any relationships that may affect the independence
and objectivity of the team, and which are required to be disclosed under
auditing and ethical standards.

TWFRA
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Appendix 5 —Independent auditor’s
report to the Members of the Tyne
and Wear Fire and Rescue Authority

Opinion on the financial statements

| have audited the financial statements of the Tyne and Wear Fire and Rescue
Authority for the year ended 31 March 2006 under the Audit Commission Act
1998, which comprise the Consolidated Revenue Account, the Consolidated
Balance Sheet, the Statement of Total Movements in Reserves,, the Cash
Flow Statement, and the related notes. These financial statements have been
prepared under the accounting policies set gut within them.

This report is made solely to the Tyne and Wear Fire and Rescue Authority in
accordance with Part Il of the Audit Commission Act 1998 and for no other
purpose, as set out in paragraph 36 of the Statement of Responsibilities of
Auditors and of Audited Bodies prepared by the Audit Commission.

Respective responsibilities of the Chief Finance Officer
and auditors

The Chief Finance Officer’s responsibilities for preparing the financial
statements in accordance with applicable laws and regulations and the
Statement of Recommended Practice on Local Authority Accounting in the
United Kingdom 2005 are set out in the Statement of Responsibilities.

My responsibility is to audit the financial statements in accordance with
relevant legal and regulatory requirements and International Standards on
Auditing (UK and Ireland).

| report to you my opinion as to whether the financial statements present fairly
the financial position of the Authority in accordance with applicable laws and
regulations and the Statement of Recommended Practice on Local Authority
Accounting in the United Kingdom 2005,

| review whether the statement on internal control reflects compliance with
CIPFA's guidance, 'The Statement on Internal Control in Local Government:
Meeting the Requirements of the Accounts and Audit Regulations 2003’
published on 2 April 2004, | report if it does not comply with proper practices
specified by CIPFA or if the statement is misleading or inconsistent with other
information | am aware of from my audit of the financial statements. | am not
required to consider, nor have | considered, whether the statement on internal
control covers all risks and controls. | am also not required to form an opinion
on the effectiveness of the Authority's corporate governance procedures or its
risk and control procedures

TWFRA
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| read other information published with the financial statements, and consider
whether it is consistent with the audited financial statements. This other
information comprises only the Explanatory Foreword. | consider the
implications for my report if | become aware of any apparent misstatements or
material inconsistencies with the financial statements. My responsibilities do
nat extend to any other information.

Basis of audit opinion

| conducted my audit in accordance with the Audit Commission Act 1998, the
Code of Audit Practice issued by the Audit Commission and International
Standards on Auditing (UK and Ireland) issued by the Auditing Practices
Board. An audit includes examination, on a test basis, of evidence relevant to
the amounts and disclosures in the financial statements. It also includes an
assessment of the significant estimates and judgments made by the Authority
in the preparation of the financial statements, and of whether the accounting
policies are appropriate to the Authority's circumstances, consistently applied
and adeguately disclosed.

| planned and performed my audit so as to obtain all the information and
explanations which | considered necessary in order to provide me with
sufficient evidence to give reasonable assurance that the financial statements
are free from material misstatement, whether caused by fraud or other
irregularity or error. In forming my opinion | also evaluated the overall
adequacy of the presentation of information in the financial statements.

Opinion

In my opinion the financial statements present fairly, in accordance with
applicable laws and regulations and the Statement of Recommended Practice
on Local Authority Accounting in the United Kingdom 2005, the financial
position of the Authority as at 31 March 2006 and its income and expenditure
for the year then ended,

Lynne Snowball
District Auditor

MNickalls House
Gateshead

NE11 9NH
September 2006

Conclusion on arrangements for securing economy,
efficiency and effectiveness in the use of resources

Authority’'s Responsibilities

TWFRA

Pl



20 Annual governance report | Closing remarks

The Authority is responsible for putting in place proper arrangements to
secure economy, efficiency and effectiveness in its use of resources, to
ensure proper stewardship and governance, and to regularly review the
adequacy and effectiveness of these arrangements,

Under the Local Government Act 1999, the Authority is required to prepare
and publish a best value performance plan summarising the Authority’s
assessment of its performance and position in relation to its statutory duty to
make arrangements to ensure continuous improvement in the way in which its
functions are exercised, having regard to a combination of ecanomy,
efficiency and effectiveness.

Auditor’'s Responsibilities

| am required by the Audit Commission Act 1998 to be satisfied that proper
arrangements have been made by the Autharity for securing economy,
efficiency and effectiveness in its use of resources. The Code of Audit
Practice issued by the Audit Commission requires me to report to you my
conclusion in relation to proper arrangements, having regard to relevant
criteria specified by the Audit Commission for other local government bodies..
| report if significant matters have come to my attention which prevent me
from concluding that the Authority has made such proper arrangements. | am
not required to consider, nor have | considered, whether all aspects of the
Authority's arrangements for securing economy, efficiency and effectiveness
in its use of resources are operating effectively.

I am required by section 7 of the Local Government Act 1999 to carry out an
audit of the authority’'s best value performance plan and issue a report:

« certifying that | have done so;

« stating whether | believe that the plan has been prepared and
published in accordance with statutory requirements set out in section
6 of the Local Government Act 1999 and statutory guidance; and

e where relevant, making any recommendations under section 7 of the
Local Government Act 1999.

Conclusion

| have undertaken my audit in accordance with the Code of Audit Practice and
| am satisfied that, having regard to the criteria for other local government
bodies specified by the Audit Commission and published in August 2005, in
all significant respects, the Tyne and Wear Fire and Rescue Authority made
proper arrangements to secure economy, efficiency and effectiveness in its
use of resources for the year ending 31 March 2006.

Best Value Performance Plan

TWFRA
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| issued my statutory report on the audit of the Authority's best value
performance plan for the financial year 2005/06 on 8 September 2006. | did
not identify any matters to be reported to the Authority and did not make any
recommendations on procedures in relation to the plan.

Certificate

| cerlify that | have completed the audit of the accounts in accordance with the
requirements of the Audit Commission Act 1998 and the Code of Audit
Practice issued by the Audit Commission,

Lynne Snowball

District Auditor

Mickalls Hause

Gateshead

NE11 9MNH
September 200

TWFRA



22 Annual governance report | Appendix 6 — Letter of representation

Appendix 6 — Letter of representation

FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 MARCH
2006

We confirm to the best of our knowledge and belief, and having made appropriate
enquiries of other officials to the Tyne and Wear Fire and Rescue Authority (the
Authority) and senior officials within Sunderland City Coungil, the following
representations given to you in connection with your audit of our financial statements
for the year ended 31 March 2006.

Statutory Responsibilities

We acknowledge, as the designated officers responsible for the Authority's financial
affairs, our responsibility for ensuring the preparation of financial statements which
present fairly the position of the Authority and for making accurate representations to
you. Tothe best of our knowledge, all the accounting records have been made
available to you for the purpose of your audit and all the transactions undertaken by
the authority have been properly reflected and recorded in the financial records. To
the best of our knowledge all other records and related information, including
minutes of all committees and management meetings have been made available to
you.

Services provided by Sunderland City Council

We confirm that services provided to the Authority by Sunderiand City Council have
been delivered and charged for in accordance with the Service Level agreement
dated xxxxxxx, and that these costs have been property reflected in the accounts.
We also confirm that apportionment of year end balances in respect of cash, bank
overdrafts, loans and investments balances, have been correctly apportioned and
allocated between the Authority and Sunderland City Council.

Accounting estimates

We acknowledge our responsibilities for making the accounting estimates included in
the financial statements. Those estimates reflect our judgement based on our
knowledge and experience about past and current events and are based on our
assumptions about conditions that we expect to exist and courses of action we
expect to take. In that regard, the financial statements present fairly the financial
position of the Authority. We have complied with all aspects of contractual
agreements that would require adjustments to, or disclosure in, the financial
statements.

TWFRA
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Related party disclosures

Save as disclosed to you, the Authority has not had, or entered into, at any time
during the period, any arrangement transaction or agreement to provide credit
facilities (including loans, guasi loans or credit transactions) for councillors and
officers or any persen connected to them, to guarantee or provide security for such
matters. To the best of our knowledge there are no other material transactions
between related parties other than those which have been properly recorded and
disclosed in line with FRS 8. We therefore confirm that we have disclosed to you all
the information of which we are aware.

Law and regulations

VWe have disclosed to you all matters which involve possible non-compliance with
laws and regulations together with the actual or contingent consequences which may
arise. We are not aware of any other events that involve possible or actual non-
compliance with those laws and regulations which are central to the council's ability
to conduct its business. Neither are we aware of other events or consequences that
involve actual or possible non-compliance with laws and regulations where
conseguences may have a potentially material effect on the financial statements and
which therefore should be considered for disclosure or as a basis for recording a loss
provision. Other than already disclosed te you , no financial guarantees have been
given to third parties.

There have been no reports from the Monitoring Officer or the Responsible Financial
Officer concerning transactions deemed to be ultra vires.

Commitments and contingent liabilities

We have disclosed to you all matters which involve pending or threatened claims or
litigation, unasserted claims and other assessments that would require revision of
the amounts, inclusion in the financial statements or disclosure in a note thereto,
Other than already disclosed to you, we are not aware of any material commitments
or cantractual issues which require contingent gains/losses to be disclosed or
accrued in the accounts.

Post balance sheet events

We have disclosed to you all material events since the balance sheet data which
would require revision of the amounts, inclusion in the financial statements or
disclosure in a note thereto. In particular, we have no plans or intentions that may
materially affect the carrying value or classification of assets and liabilities, other than
those already disclosed in the financial statements.

TWFRA
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Accounting standards
The Authority's financial statements have been provided in accordance with all

applicable accounting standards and CIPFA’s Code of Audit Practice on Local
Autharity Accounting (Statement of Recommended Practice).

Signed on behalf of the Tyne and Wear Fire and Rescue
Authority

Richard Bull, Chief Fire Officer

Keith Beardmore, Finance Officer

Clir P Young, Chairman (on behalf of those charged with governance)

Date
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Introduction

We are pleased to present the Statement of Accounts for the year 2005/2008 for the Tyne and Wear
Fire and Rescue Authority. A published and audited Statement of Accounts is at the heart of ensuring
proper accountability for the use of local and national taxpayers money. We recognise, however, that
the Authority's accounts can only tell part of the story. The Authority needs to demansirate that it is
aiming to operate to the highest standard of conduct in accordance with the principles of Corporate
Governance and has a robust system of infemnal control in place.

With regard to Corporate Governance, the Authorily reviewed its code of Cerporate Governance in
March 2008, The Code follows the framework recommended by CIPFA / SOLACE. This code has
been used to assess the Authority’'s arrangements for compliance with the three underlying principles
of Corporate Governance - openness and inclusivity, integrity, and accountability. This demonstrates
that the Authority has the majority of documentary evidence, processes and measures in place.
Where further developments, to comply with the code, are required, the Authority will take appropriate
action,

Elsewhere within the Statement of Accounts, a Statement on the System of Internal Conirol has been
Included. This Statement confirms that there are sound systems in place. We will continue to ensure
action is taken wheare necessary o maintain and develop the system of internal control

R Bull W Bowman Clir P Gikson
Chief Fire Officer Chief Emergency Planning Officer Chairman of the Authority

Dated: 25" September, 2006

Certification of the Statement of Accounts

As Chairman of the Governance Committee held on the 25" September, 2008, | hereby acknowledge
receipt of the Statement of Accounts for 2005/2008 by this Authority, in accordance with the Accounts
and Audit Regulations 2003 Regulation 7{1), and confirm that the Statement of Accounts was
approved at the Governance Committee of 25" September, 2006 in accordance with sub-paragraph
10 (3) (a) with regard to the aforementioned Regulations.

Signed.
Dated: 25" September, 2006

fromees



Foreword by the Finance Officer

This Siatement of Accounts shows in the following pages the Authority's final accounts for 2005/2005.
It has been prepared in accordance with the 'Code of Practice on Local Authority Accounting in the
United Kingdam: A Statement of Recommended Practice 2005 The Code of Practice constitutes
proper accounting practice' under the terms of the Accounts and Audit Regulations 2003, and the
Local Government and Housing Act 1989

Certain statements are required to be prepared under the Code of Practice as follows:

1

ad

n

Statement of Responsibilities
This discinses the respective responsibilities of the Autharity and the Finance Officer for the
accounts.

Statement of Accounting Policies
This discloses the accounting policies that are significant to the understanding of the
Statement of Accounts.

Statement on the System of Internal Control
This statement sets out the principal arrangements thal are in place fo ensure a sound
system of internal control is maintzined

Consolidated Revenue Account
This statement brings together the cost of the services for which the Aulhority is responsible
and shows how the expenditure was financed,

Consolidated Balance Sheet

This shows the balances and reserves available to the Authority; its long term indebtedness,
the fixed and net current assets employed in its operations and summarised information on
assets held.

Statement of Total Movement in Reserves

This brings together all the recognised gains and losses of the Authority during the period,
and identifies those that have and have not been recognised in the Consolidated Revenue
Account,

Cash Flow Statement
This consolidated statement summarizes the inflows and outflows of cash arising from
transactions with third parties for revenue and capital purposes,

St



Foreword by the Finance Officer (Continued)

Revenue Expenditure and Income
The estimated net revenue expenditure to be met from local taxpayers was approved at £20.704 711,
Band D council tax, after allowing for RSG and NMDR was set at £65.38

The following table summarises the financial pesition for the year:

2005/06 2005/06 2005/06

Original Revised Actual

Estimate Estimate Outturn

£000 £000 £000
Community Fire Safety 5491 5,447 8,155 4,081
Fire Fighting & Rescue Operations 53,186 54,285 45 804 44 938
Fire Service Emergency Planning and Civil Defence 0 0 (52) {12}
Corporate and Demaocratic Caore 338 347 326 300
MNaon Distributed Cost 335 20 568 635
NET COST OF SERVICES 59,350 60,099 54,801 48,952
Add / (Deduct) Balances (G35 (802) 0 0
Cleaning DSO 1] 0 (22) 58
Contingencies/Interest on Balances 935 (151) 1240 (B48)

Pension Interest Cost and Expected Return
ocn Pensions Asset 0 300 24 370 21,520
58,646 59,646 78,209 70,88

Transfer from Delegated Balances 51 313
Transfer from Asset Management Rey AC (303) (335)
Insurance Fund €5 (958)
Fension Reserve 1,480 3,481
FFl Smogthing Reserve 2.321 1,840
Early Retirement Reserve (3] 0
Contribution to FRS 17 Pensiaon Reserve {22,990) {18.640)
Contribution to Capital Reserve {86) (261)
59,646 59,646 58,754 56,282
RSG, Non Domestic Rates and Precepts 50,648 58 645 59,722 57217

REDUCTION [ (INCREASE) TO BALANCES 0 0 268 335

Cluarterly reports are made to the Authority which detail the outcome of the review of budgets and
spending forecasts for both capital and revenue expenditure.

The general balances of the Authority as at 31st March, 2006 after taking account of the above
increase to balances, have increased by E967 877 from £5,379,758 to £6,347 435.



Foreword by the Finance Officer (Continued)

The increase in balances can be atiributed to the following: -

Staffing Savings ¢ Seconded Officers 227
Interest an Balances 450
Leasing 130
Capital Financing Savings 123
Other ltems 3B

968

Capital Expenditure and Income

The Authority approved a capital programme for 2005/2008 of £2.235 million, which was
subsequently revised to £0.852 million during the year. Actual expenditure for the year was £0.671
millizn, with the main areas of spending summarised below;

£000
Replacement Cammunications Programme 10
Equipment — Operational and Information Technology 403
Miner Works Programme 124
Vehicles, Plant and Equipment 45
Ocoupational Health Unit 19
Community Safety Facilities 20
BMS 43
Life Skills Centre 7
B71

The capital expenditure was financed as follows:
EDDOD
Borrowing 671
671

The slippage of £1.56 millian is fargely a result of the delayed completion of the iImplementation of the
FFI facilities. This, particularly, affected the planned alteralions to the Occupaticnal Health Unit
premises and the PF| Firehouses Bullet Payment.  Additional delays also occurred foliowing
difficulties in appointing confractors in respect of adaptations to Siations Echo and Gelf for
Community Safety Centres, Delays in the lendering process have resulted in slippage in the
conversion of the existing Technical Services Centre to a Life Skills Centre under the Safety Works
initiative.

Borrowing Facilities

The Lead Authority (Sunderland City Council) administers all of the Autharity's borrowing through its
Consclidated Advances and Berrowing Pool (CABP). As at 31 March, 2006, the Authority has
borrowing totalling £18.208 million

Trading Account

The Authority operates a Cleaning Trading Account, which came into operation in 19858, Following the
abolition of Compulsory Competitive Tendering with effect from 2™ January, 2000, there is no longer
a statutory reguirement to achieve a rate of return, The Trading Account now needs to demonstrate
Best VYalue and one method of showing this is through setting and achieving a requiremeant (o break
even. The Trading Account achieved this target during 2005/2006

6

29



Foreword by the Finance Officer (Continued)

FMS Development

As disclosed in the Statement of Accounting Policies, the lead Authority successfully implemented a
new Financial Management System (SAP) with effect from 1% June, 2004, this sysiem also being
used by the Fire and Rescue Service and Emergency Planning Service. This major development
involved not only replacement of the General Ledger Financial System but also incorporated a
number of key develepments to automate and integrate the outdated in-house stores, costing and
purchase ardering systems. This development was implemented on time and brings with it many
improvemeants to both the financial management and the cperational efficiency of the finance function
within the Authority

A post implementation review was undertaken by the external auditor in 2005/2006 and | am pleased
to report the following main conclusion:

“The Council has adopted robust arrangemenis for implementing its new FMS system” and their
report provided reassurance that the implementation was well managed. Given the size of the FMS
project, the lack of recommendations can be viewed as an endorsement of the imglementation
process followed by the fead Authority

In addition to the external audit repeort, Internal Audit carried cut a number of separate audits on
specific parts of the new system and whilst there were a number of recommendations, these were all
largely procedural and relatively minor issues and the vast majority of which have been implemented

Private Finance Initiative

The Authority entered into a contract in March 2003 to provide 6 new Fire Stations, a Service
Headquarters and a new Technical Services Centre. The construction programme commenced in
May 2003 but because of the financial and commercial trading difficulties of the parent company
{darvis pic) of the contractor, the construction programme suffered from significant delays that
resulted in significant cost increases.

During the year, the Authority engaged in discussions with Barclays Bank ple, who are providing
senior debt for the project, in arder to agree a set of propesals including a programme for completion.
These discussions culminated in the Authority entering into a Support: Deed for the scheme in
January 2006. As part of this agreement the equity holders and Barclays Bank plec undertook to
provide significant additional finance, whilst the Authority undertook to contribute £500.000 towards
the construction costs of the scheme, funded from savings that have accrued to the Authority as.a
consequence of the delay. The Authonty contribution was conditional, principally in relation to the
delivery of all of the new facilities including snagging and demalition works. The contract expires in
May 2029. The £500.000 payment is not due to be paid until after 31 March, 2008, but has been
included as a creditor within the Authority's Accounts for 2005/2008 as the construction is
substantially complete.

The construction programme is now complete, with enly snagging and demolition works remaining.
The final facility (Low Fell Fire Station) was handed over to the Authority on 27th March, 2006

Developments in Accounting for Pensions

The accounts continue to be fully compliant with Financial Reporting Standard 17 (FRS17) however
because this area is very complex in nature | have set out below the background to this important
Reporting Standard and how it's requirements have been gradually phased into the Authority's
Statement of Accounts in accerdance with best accounting practice.

Full FRS17 reporting was required, for the first time in 2003/2004, in order to comply with the
requiremenis of the Statement of Recommended Practice (SORP) as recommended by the Chartered
Institute of Public Finance and Accountancy.

LO
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FRS17 replaced SSAP 24 'Accounting for Pension Costs' which most local authorities did not comply
with, and it was also never fully incorporated Into the SORP, hecause of the implications far council
tax of comphance. Authorities generally used to make pensicn charges o the revenue account based
on employer's pension contnbutions payable and payments made to pensioners in the year they
related to rather than benefif entitiements eamed by employees.

The adoption of the new standard means thal local authority accounts not only comply with UK GAAP
but alsc meet International Accounting Standards Board (ASB) reguirements, two years earlier than
listed companies which had to comply with the new standard from 1% January, 2005. FRS17 was
intrcduced into local authority accounts in three phases commencing in 2001/2002 when a
memorandum note to the accounis was reguired fo disclose the authority's net asset or liability
conferred urder defined benefit schemes which includes the Local Government Pension Scheme and
the Firefighters Pensicn Scheme

In 2002/2003 the accounts ware required to show, in addition to the note to the accounts already set
out, the movement in the year on the net asset / liability relating to defined benefit schemes, analysed
across different classification of gains and |losses as defined by FRS17,

Finally, 2003/20304 saw full adoption of the Standard including recognition of the net asset | liability,
the inclusion of a pensions reserve in the Balance Sheet and accounting entries in the Consolidated
Revenue Account for movements in the asset / liability relating to defined benefit schemes. The new
requirements represented a very substantial change in the way that retirement benefits were
accounted for by local autharities although the net impact of adopting FRS17 has a neutral effect on
the council tax level.

Although FRS17 is regarded as a complex accounting standard it is based on a simple principle,
namely that an organisation should account for retirement benefits when it is committed ta giving
them, even if the actual payment of those benefits will be many vears into the future. FRS17 is a
petter reflection of the economic reality of the relationship between an employer and the pension fund
than the previous standard it replaces, SSAP 24 Inclusion of the pension fund assets and liabifitias in
the accounts does not mean that the legal title or obligation has passed from the trustee to the
employer. instead it represents the employer's commitmeant to increase caontributions to make up any
shortfall in attributable net assets, or its ahility to benefit (via reduced contributions) from a surplus in
the scheme.

Future Changes to Accounting for Pensions

From 1% April, 2006, Fire and Rescue Authorities will continue to administer and pay firefighters
pensions, as well as any future pensions for new entrants, but will do so from a new separate local
firefighters pension fund

The underlyving principle of the new arrangements is that employer and employes contributions
logether will meet the full costs of pension liabilities being accrued in respect of currently serving
empioyees while central government will meet the costs of retirermnent pénsions in payment, net of
employee and the new employer contributions.

The purpose of the employee and employer contribution rates under the new arrangements is to meet
the accruing pension liabilities of currently serving firefighters.  This means that Fire and Rescue
Authorities will meet all the costs of employing a firefighter, including the cost of fulure pension
liabilities, al the time of employing them

Early ill-health retirements are possible under the 1992 Scheme and remain possible under the 2008
Scheme also. From 1% April, 2008, ill-health provisions will be paid from authorities' new pension
fund To ensure equity between FRAs, employer payments towards the future cost of ill-health
retirements will come from a combination of a flat rate employer confribution applicable to all
autherities and from an individual charge payable by the relevant authority where an ill-health
retirement occurs
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Revised employer and employee contribution rates will apply with effect from 1% April, 2006. These
rates have been set using the SCAPE (Superannuation Contributions Adjusted for Past Experience)
methodology, which adjusts for changes in mortality, trends in pay, shifts in retirement ages, and the
incidence of ill-health retirement.

Employee and employer contributions will be paid into the pension fund, with the fund being topped
up by Government grant if the contributions are insufficient to meet the cost of pension payments
Any surplus in the fund will be recouped by Government Owverall, the change to the financial
arrangements for firefighters pensions is cost neutral to central Government.

The pension fund will appear as a separate income and expenditure statement in an Authorty's
Statement of Accounts, with a separate Balance Sheet also required, The pension fund will be ring-
fenced to ensure accounting clarity.

Whilst the impact of the new regulations will be considerable in 2006/2007, there is no impact on the
Authority's Accounts far 20052008

The Pensions Reserve was created in 2001/2002 to even oul the impact of future year's firefighters
gension liahilities. The Pension Account within the revenue account is ringfenced with any year-end
oalances being transferred fo the reserve. The new funding arrangements for firefighter pensions are
at a very early stage and may be subject to a further review in the near future. The position will be
closely menitored and decisions faken with regard to the future and level of this reserve as
appropriate

Changes to the Statement of Recommended Practice (SORP) 2005.
The Code of Practice on Local Authority Accounting in the UK. A Statement of Recommended
Fractice 2005 {SORP) introduced the following main changes to the Statement of Accounts for

2005/2008:

=  Reguiremenl to publish a Statement on Internal control (SIC) in accordance with
Regulation 4(2) of the Accounts and Audit Regulations 2003,

=  Other minor accounting changes in line with Financial Reperting Standards {FRS's) and
Urgent Issues Taskforce Abstracts (UITA's) issued up to 30th September, 2004,

The Statement of Accounts (Subject to Audit) and Accounting Policies of the Authority for 2005/2008

fully complies with the Statement of Recommended Practice 2005 with any deparures from the
SORP being fully documented, including the reasans for the departure, where appropriate.

K. Beardmore CPFA
Finance Officer

V)



Independent auditor’s report to the Members of the Tyne and Wear
Fire and Rescue Authority

Opinion on the financial statements

| have audited the financial statements of the Tyne and Wear Fire and Rescue Authority for the year
ended 31 March 2008 under the Audit Commission Act 1988, which comprise the Consaolidated
Revenue Account, the Consolidated Balance Sheet, the Statement of Total Movements in Reserves,
the Cash Flow Statement, and the related notes. These financial statements have bean prepared
under the accounting policies set out within them
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| planned and performed my audit so as to obtain all the information and expitanations which |
considered necessary in arder to provide me with sufficient evidence to give reascnable assurance
that the financial statements are free from material misstatement, whether caused by fraud or other
irregularity or error. [n forming my opinion | also evaluated the overall adequacy of the presentation of
information in the financial statements

Opinion

In my apinien the financial statements present fairly, in accordance with applicable laws and
regulations and the Statement of Recommeed Practice on Local Authority Accounting in the United
Kingdom 2005, the financial position qority 2s at 31 March 2008 and its income and
gxpenditure for the year thepe

Lynne Snowl
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» certifying that | have do
« stating whether | believe
statutory requirements set s
guidance: and .
« where relevant, making any re
19899

y accordance with
09 and statutory

i theTocal Government Act

Conclusion

| have undertaken my audit in accordance with the s
having regard to the criteria for other local gover
published in August 2005, in all significant respea
made proper arrangements {o secure economy, e
the year ending 31 March 2006,

wm saltisfied that,

o —E udd Commission and
- Wear Fire and Rescus Authority

qd effectiveness in its use of resources for

Best Value Performance Plan
| iIssued my statutory report on the audit of the Authority's best value performance plan for the

financlal year 2005/06 on 8 September 20068 | did not identify any matters to be reported (o the
Authority and did not make any recommendations on procedures in relation to the plan
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Certificate

| certify that | | we accounts In accordance with the requirements of the

Audit Practice issued by the Audit Commission
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Statement of Responsibilities for the Statement of Accounts

The Authority's Responsibilities
The Authority 15 required

1 To make arrangements for the proper administration of its financial affairs and to
secure that one of its officers has the responsibility for the administration of those
affairs, In this Authority, that officer (the Finance Officer) is the City Treasurer of the
Lead Authority {Sunderland City Council);

2 To manage its affairs to secure econamic, efficient and effective use of resources and
safeguard its assets;

3 To approve the Statement of Accounts.

The Finance Officer's Responsibilities

The Finance Officer is responsible for the preparation of the Authority's Statement of
Accounts which, in terms of the CIPFA/LASAAC Code of Practice on Local Authority
Accounting in the United Kingdom ("the Code"), Is required to present fairly the financial
position of the Authority at the accounting date and its income and expenditure for the year
ended 31st March, 2006

In preparing this siatement of accounts, the Finance Officer has:

1 Selected suitable accounting policies and then applied them consistently,
, Made judgements and estimates that were reasonable and prudent;
3 Complied with the Code, except where disclosed,

The Finance Officer has alsc
1 Fept proper accounting records, which were up o date;

2 Taken reasonable steps for the prevention and detection of fraud and other
irregularities.

K. Beardmore CPFA
Finance Officer

Dated: 25" September, 2006
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Statement of Accounting Policies

T

General Principles

The Accounts have been prepared in accordance with the principles of the Code of Practice on
Local Authority Accounting in United Kingdom: A Slatement of Recommended Practice (SORP)
2005 issued by the Charterad Institute of Public Finance and Accountancy (CIPFA) except where
disclosed below. The analysis of service sxpendilure included In the Consclidated Revenue
Account also reflects the requirements of the Best Value Accounting Code of Practice (BVACOPR)
standard ciassification of expenditure at the mandatory level,

Fixed Assets

All expendilure on the acguisition, creation or enhancement of fixed assets is capitalised on an
accruals basis in the accounts, Expenditure on fixed assets s capitalised, provided that the fixed
asset yields benefit to the Authority and the services it provides, for a period of more than one
year This excludes expenditure on routing repairs and maintenance of fixed assets, which is
charged direct to service revenue accounts,

Fixed assets are valued on the basgis recommended by CIPFA and in accordance with the
Statements of Asset Valuation Principles and Guidance Notes issued by the Royal Institution of
Chartered Surveyors (RICS). Fixed assets are classified into the groupings reqguired by the 19395
Code of Practice on Local Authority Accounting. Different categories of fixed assets have been
valued on different bases as follows:

The majarity of the operational properties have been classified as specialised properties, that is
these properties are rarely, If ever, sold on the open market in their existing use, and valued by the
Depreciated Replacement Cost (DRC) method. This method of valuation estimates the gross
replacement cost of the land and buildings, less an allowance, to reflect the age, condition,
economic, functional and environmental obsolescence factors, which may resuit in the existing
property being worth less than a new replacement building.

The exceptions are a number of sites acquired for new facilities, which have now been developed
under a Private Finance Initiative (PFI) scheme. These areas of land are classified as operational
assets and their value should be assessed on an Existing Use Value (EUV) basis

DRC valuations assume the current use will continue for the foreseeable future, and the use will
remain vizble, financially or otherwise,

An Open Market Value for Alternative Use (OMVALU)Y has not been provided for comparisen with
the DRC wvaluations. but it is probakle that an OMVAL valuation will be lowsr than the DRC
valuation

The non-operationz! properties have bheen valued on a Market Yalue (MV) hasis.

A Tull revaluation of the non-PFl property assels of the Authority has been undertaken as al 1%
April, 2005, A full revaluation of the PRI property assels is planned for 2006/2007 with subsequent
revaluaticns of fixed assets planned on the basis of a five year rolling programme.,

Capital projects thal are still in progress as at 31% March are classed as ‘fixed assels under
construction’ and are shown in the balance sheet as non-operational assets on an historic cost
bhasis. These assets are transferred to operational assets on completion

Fram 1 Aprl, 1994, assets acquired under finance leases are also capitalised in the Authority's
accounts, together with the liability to pay future rentals.
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The Authority has reviewed its "de minimis" level and this has now been established at a value of
E20,000 for the recording of capital assets in respect of properties in the balance sheet. The “de
minimis" level for equipment remains at 2 value of £10.000  All vehicles are regorded in the
balance sheet.

Depreciation

Depreciation s provided for on a straight-ling basis for all fixed assets with a finite useful life.

Operational buildings are depreciated over the anticipated useful life of the asset, which can be
any length of time between 1 and 50 years. Where an asset is assessed as having a life in excess
of 50 years depreciaticn is charged over 60 years,

Vehicles, plant furniture and eguipment are depreciated over the anticipated useful life of the
assel, generally belween 3 and 10 years,

All assets, not subject to depreciation, are assessed each year for any material impairment, by the
Autherity's Valuer, in accordance with FRS 11. Mo material impairment was assessed in
2008/2005, howsver ‘any such impairment would be charged to revenue in the year that it
occurred.

. Capital Charges to Revenue

The Authonty's revenue account is charged with a capital charge for all fixed assets used in the
pravision of services, The total charge covers the annual provision for depreciation plus a capital
financing charge based on the value at which the fixed assets are included in the balance sheet.
The notional rates of interest used are 3.5% for those fixed assels included in the balance sheet at
current value and 4.85% for infrastructure assets and cemmunity assets, which are included in the
balance sheet at histeric cost,

in order to disclose the Authority's net operating expenditure, capital charges need to be reverssad
out and replaced by depreciation and external interest payable. This is performed in the Asset
Management Revenue Account.

Amounis set aside from revenue for the repayment of external loans, to finance capital expenditure
or as transfers to earmarked reserves, are disclosed separately as appropriations n the
Consclidated Revenus Account. beiow net operating expenditure. Capital charges therefore have
a neutral impact en the amounts required to be raised from local taxation.

. Capital Receipts

Profits and losses arising from the disposal of capital assets are excluded from the revenue
account in ling with current legal provisions. The net book value of the asset disposed of is written
off against the Fixed Asset Restatement Account,

Debtors and Creditors

The new Financial Managemeni System implemented during 2004/2005 provides commitment
accaunting functionality. At the end of the year, outstanding commitments, where goods andlor
services have not been received, are transferred to the following year. Relevant income items
received within the first two weesks of the following year, together with any further known
outstanding Items, are included in the accounts for 2005/2008.

The treatment of expenditure and income, which relates to periods that span the 31st March year-
end requires further explanation:

a. Periodical Payments relating to periods not ending on 31st March
In these cases the charges made in the financial year refiect 8 12 monthly charge for the
service provided e.g. four guarters accounts are included
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b. Wages for Weeks not ending exactly on 31st March

The majonty of the Authority's staff (e Firefighters) are paid on a fortnightly basis. This
results in 26 payments being incurred for most years. In every tenth year, however, 27
payments fall. This happened in 1888/1937, An apportionment has been made to this cost to
charge only that part, which relates to this financial year.

c. Debtors
The debtors in the balance sheet represent sums due to the Authority which had nol been
paid by the year-end, and which are regarded as collectable

d. Creditors
Revenue transactions are recorded on a system of receipts and payments during the year

The Authority’'s Financial Management Systern identifies all creditors as being both
commitments (where the goods have been received by 31st March, 2006 but not yet invoiced)
and creditor payments {where the goods have been received and invoiced but not paid until
the following financial year), automatically within the system.

. Stocks, Stores and Work in Progress

All work in progress, stocks and stores at the year-end are valued at average cosi price.

Cost of Support Services

Support services are provided to the Authonty, based upon & scheme approved by the Home
Dffice, by Sunderland City Council. The arrangements with Gateshead MBC for Central
Purchasing ended during the 20042005 financial year.

Support service costs from Sunderland City Council (with the exception of the City Treasurer's and
Personnel Departments, which are charged on the basis of a Service Level Agreement) are
charged on estimated time or actual time spant.

Provisions and Reserves

Pravisions represent sums set aside for liabilities or losses, which will probably arise and for which
a reliable estimate can be made. A provision counts as expenditure in the year in which the
earmarking takes place.

A reserve is created by appropriation “below the ling" in the Consolidated Revenue Account after
the Net Operating Qutturn has been calculated. When revenus expenditure is incurred for which
the reserve was created, the expenditure is charged to the revenue account and the reserve is
credited as an appropriation “below the ling" to finance the expenditure. Reserves includs
sarmarked reserves set aside for specific policy purposes and balances, which represent
resources, set aside for purposes such as general contingencies and cash flow management.

The insurance provision (Mote 10, Page 37) is based on the full cost of known claims.

10. Internal Interest

Interest is credited to the revenue account based on cash flow and fund balances. The amounts
are calculated using 7-day monsy market rates in accordance with guidance contained within the
SORP

11. Delegated Budgets

The delegated budgel scheme allows the carry forward of any under-spending to the following
financial year as provisions for specific future spending plans or as earmarked general balances
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12. Pension Costs
The pension costs that are charged to the Authority's accounts can be divided into two types of
pension arrangements, both of which have different accounting treatments which are set out below
far information-

a. Uniformed Staff
The Firefighters pension scheme is an unfunded, defined bensfit scheme. In 2005/2006 the
Authority met the net cost of annual pensions less firemen's contributions from its annual
revende budget, together with the net effect of transfer values paid and received. Lump sum
payments are also met from the annual revenue budget. From 2001/2002 a Pension Reserve
has been operated to smooth as far as possible the increasing pensian liabilities.

B,  Non-Uniformed Staff
The Local Government Pension Scheme, which is a funded defined benefit scheme, is
available to nen-uniformed staff. The pension costs that are charged to the Authority's
accounts in respect of non-uniformed staff are equal to the contributions paid to the funded
pension scheme for those employees, Further costs arise in respect of certain pensions paid
to retired employees on an unfunded basis.

FRS 17 places further duties on Local Authorities to disclose within their accounts liabilities for
pension schemes for which they are responsible. The liabilities are to be determined as at
31* March of each year using assumptions and methodologies consistent with those set out
in FRS 17. The purpose of the pensions disclosure is to provide clear information on the
impact of the Autherity's obligation to fund the retirement benefits of its staff on its financial
position and performance. Even where this obligation is discharged through a pension fund
the Authaority remains responsible for the employers contributions set at a level to ensure the
liabilities of the fund can be met.

By the Authority fully complying with the requirements of FRS 17 since 2003/2004, the cost of
retirement benefits and associated liabilities are recognised in the actual statements as well
as detailed in certain notes,

Previous policy was to recognise liabilities in relation to retirement benefits only when
employer's contributions became payable to the pension fund or payments fell due to the
pensioners for which the Autharity was directly responsible, The new policies better reflect the
Authority's commitment in the long-term to increase contributions to make up any shortfall in
attributable net assets in the pension fund,

The change has had the following effects on the results of the prior and current periods:

. The overall amount to be met from Government grants and local taxation has
remained unchanged, but the costs disclosed for individual services are 3.54% lower
(¥ 23% lower far 2004/2005) after the replacemeant of employer's contributions by
current service costs and Nel Operating Expenditure 18 31.14% higher (30.06% higher
for 2004/2005) than it otherwise would have been,

. The requirement 1o recognise the net pensions liability in the balance sheet has
reduced the reported net worth of the authority by 1133% (1194% for 2004/2005)

13. Government Grants

Revenue government grants are accrued and credited to income in the same period in which the
related expenditure was charged. Where the precise amount is not known at the accounting date
they are estimated and provided for in the accounts based on all known facts available. Where
grants are received in advance they are treated as creditors and no account 15 made in the
revenue account until the conditions - of the grants have been salisfied. General governmeant
grants in the form of Revenue Support Grant and Business Rates Redistribution are disclosed
separately in the Consclidated Revenue Account
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14.

16.

Granis, confributions and donations received to finance the acguisition of fixed assets are
accounted for using one of the prescriptions of 8SAF 4. | e where sums have been recelved in
relation to assets which will nat be depreciated (e.g. Land) the balance is written off directly to
the Capital Financing Account,

External Interest

All interest payable on external borrowings is acerued and accounted for in the accounts for the
period to which they relale, on a basis that treaiment reflects the overall economic effect of
borrowings. Interest receivable is also accrued and accounted for in the accounts of the period to
which it relates,

Redemption of Debt
The Authority complies with the accounting requirements of the SORP and, in accordance with
the Local Government Act 2003, is required to set aside a Minimum Revenue Provision (MRP)
far the repayment of debt All amounts set aside for the repayment of external loans and to
finance capital expenditure are disclosed separately in the Consalidated Revenue Account below
net operaiing expenditure

For 20052006 the Minimum Revenus Provision is based upon 4% of the value of the Capital
Financing Requirement as at 1% April, 2005 in accordance with the Prudential Framework. The
Statement of Accounts for 2005/2006 has thus been prepared to fully comply with these
requirements,

16. Other Investments

17

Investments are all made via Sunderland City Council's Consolidated Advances and Barrawing
Pool

Long Term Contracts

The amounts of any outstanding undischarged obligations arising from long-term contracts such
as the Private Finance Initiative (PFI) are required o be included as a separate note to the
Consolidated Revenug Account. The relevant note and information relating to the Autherity's PFI
scheme is detallad in Note 8, Page 29

18. Accounting for Leases

Rental payments under operating leases are fully charged to service revenues accounis in the
year that they are incurred based on a fixed amount rental basis.

Rental payments under finance |eases are apportioned between the finance charge and the
reduction of the outstanding lease obligation (deferred liability) with the finance charge being
allocated and charged to revenue aver the term of the leasea.

In 2005/2008 all existing leases were subject to a S5AP21 | FRS5 assessment to ensure full
compliznce with the SORP. Following this review it was found that the treatment of existing
leases in the Authority's Accounts was correct.

19. Intangible Assets

Intangible assets are defined in FRS10 - Goodwill and Intangible Assels - as being non-financial
fixed asseis that do not have physical substance but are identifiable and are controlled by the
entity through custody or legal rights. There are no Intangible Assets in the Authority's Accounts.
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Statement on the System of Internal Control

1. Scope of Responsibility

Tyne and Wear Fire and Rescue Authority is responsible for ensuring that its business is conducted in
accordance with the law and proper standards, that public money is safeguarded and properly
accounted for, and used sconomically, efficiently and effectively. The Authority also has a duty under
the Local Government Act 1999 to make arrangements to secure continuous improvement in the way
in which its functions are exercised, having regard to a combination of economy, efficiency and
effectiveness.

In discharging this overall responsibility, the Authority is also responsible for ensuring that there is a
sound system of mternal control which facilitates the effeclive exercise of the Authority’s functions and
which includes arrangements for the management of risk.

2. The Purpose of the System of Internal Control

The system of internal control is designed to manage risk to a reasonable |evel rather than to
eliminate all risk of failure to achieve policies, aims and objectives; it can therefore only provide
reasonable and not absciute assurance of effectiveness. The system of internal control is based on
an ongoing process designed to:

o jdentify and prioritise the risks to the achievement of the Authority’'s policies, aims and
abiectives,

+ evaluate the likelihood of those risks being realised and the impact should they be
realised, and to manage them efficiently, effectively and econcmically

The system of internal control has been in place at the Autherity for the year ended 31 March, 2008
and up to the date of approval of the annual report and accounts and accords with proper practice,

3. The Internal Control Environment
The Autharity's system of internal control is based upon the following key elements:
Establishment of Organisational Qbjectives
« Standing Orders, Financial Regulations, Delegation Scheme and Terms of Reference
have been adopted which sets out how the Authority operates and how decisions are

made.

« The Deputy Clerk to the Authority is the Authority's designated Menitoring Officer and a
protocol is in place regarding the legality of all of the Authority’s activitias.

« There are comprehensive and well managed consultation arrangements in place,
contained within the consultation strategy

« The Strategic Plan sets out explicitly the planned key actions and performance targets for
the future. and these are clearly linked with departmental and station annual plans and
rESOUrces.

* Linked planning and budgeting systems are in place which are subject to regular review to
ensure that they remain fit for purpose.

« Communication of objectives to staff and stakeholders takes place through the Authority's
consuitation strategy and publication of the Strategic Plan,
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Corporate Governance Arrangements

A Local Code of Corporate Governance has been adepted in accordance with guidance
issued by the Scciety of Local Authority Chief Executives (SOLACE) and the Chartered
Institute of Public Finance and Accountancy (CIPFA) which is published on the Authority's
Internet and will be published on the Intranet when that site gees 'live’. This code has
assessed fhe Authority's arrangemenis for compllance with the three underpinning
principles of carporate governance — openness and inclusivity; integrity and accountability

A Governance Committes was established during 2005/2006, and a system of scrutiny is
in place which allows the Governance Committee:

o to provide independent assurance of the internal control environment,
independent scrutiny of the Authority’s financial and non-financial performance to
the extent that it affects the Authority's exposure to risk and weakens the control
environment, and to oversee the financial reporting process, and

- to promote and maintain high standards of conduct by the members of the
Authority.

For the relevant accounting period, the Fire and Rescue Authority acted as the Audit
Committee with formal Terms of Reference

Corperate Governance training Is made avallable to all Members,
There are annual reviews of the Local Code of Corporate Governance (o ensure that it is

up to date and effective, and the methodology for these reviews has been agreed by the
Authorty

Parformance Management Arrangements

There are clear and effective performance management arrangements in place which
ensure that staff who are responsible for internal controls are aware of their responsibilities
and identified training given as approgpriate,

Regular reporting of performance against key targets and priorities to the Authorty's
Strategic Management Team and the Authority as appropriate.

ldentification of Risks to Achievement of Objectives

There are rabust and well embedded risk management processes in place, including;

- Risk Managemant Stratagy and Pelicy Statament;

- Corporate Risk Profile;

< Nominated Corporate Risk Manager;

- Risk Management Training Programmse;

- Discrete Risk Profiles produced for certain major initiatives/projects;
- Establishment and operation of a risk management fund;

- Authority wide:use of a Risk Register and Planner

rey Contrals to Manage Principal Risks

The Finance Officer is the designated Chief Finance Officer in accordance with Section
151 of the Local Government Act 1872
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« The Autheority has in place Standing Orders, including procedures for letting contracts,
financial regulations, procedure manuals covering financial and administrative matters, as
well as human resource policies and procedures. Policies and procedures cover!

- Integrated Risk Management Plan;
- Strategic Plan;

- Corporate Risk Profile,

- Whistle Blowing Policy,

- Anti Fraud and Corruption Policy,

- Code of Conduct,

- Members Code of Conduct,

- Corporate Health and Safety Falicy,
- Corporate Complaints Policy!

- Corporate Procurement Strategy,

- Treasury Management Strategy based upon CIPFA's Treasury Management Code;
- Budget management schemes.

= Service Continuity plans are in place, although these are being further developed.
+ There Is a Register of interests procedure in place
¢ There is 2 Delegation Scheme in place.

s Services are deliverad by suitably qualified / trained ! experienced staff and all posts have
detailed job descriptions and person specifications.

+« The Authonty maintains an Internal Audit Service which operates in accordance with
professional standards, and internal audit work 15 planned on the basis of risk

» There are comprehensive budgeting systems in place and a robust system of budgetary
control, including formal quarterly and annual financial reports which indicate financial
performance against forecasis.

+ There are clearly defined capital expenditure guidelines in place
«  Appropriate project management disciplines are utilised,

s Through reviews by the Audit Commission and other external agencies the Authority
constantly seeks ways of securing confinuous improvement. The Authority has
professional and objective refationships with these exiernal inspectorates.

4, Review of Effectiveness

The Authority has responsibility for conducting, at least annually, a review of the effectivensss of the
systemn of internal control. The review of the effectiveness of the system of internal control is informed
by the work of the internal auditors and the senior managers within the Authority who have
responsibility for the development and maintenance of the internal control environment, and aiso by
comments made by the external auditors in the Annual Audit and Inspection Letter to Members and
other review agencies in other reports
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The process that has been applied in maintaining and reviewing the effectiveness of the system of
internal contral includes

» The role of the Monitoring Officer in:

Maintaining an up-to-date versian of the Constitution and ensuring that It is widely
available for censultation by members, staff and the public; and
Ensuring lawfulness and fairness of decision making.

« For the relevant accounting period, the Fire and Rescus Authority acted as the Audit
Committee with formal Terms of Referenca.

o The work of Internal Audit is based upon a Strategic Audit Plan which covers all areas of
activity and the associated risks. and is updated to reflect new initiatives, risk areas and
legislation. The annual audit plan is drawn up and resources are allocated to refiect the
level of assessed risk in each area.

= There is regular systematic auditing of key financial and non-financial systems.

« The Audit Commission's Annual Audit and Inspection Letter for 2004/2005 states "Our
detailed review of Internal Audit indicated that a high qualily service is provided with some
areas of improvement. Officers are aware of the issues and plans are in place to address
them”

s Senior Managers have participated in the review of the Local Code of Corporate
Governance through self assessments relating to their areas of responsibility,

» Area Managers have provided Contral Assurance Statements relating to their area of
responsibility.

« Regular reporting of performance against key targeis and priorties to the Authorty's
Strategic Management Team anc the Authority/Committees as appropriate.

Whilst the Internal Audit of the Authonity has concluded that, based on the work undertaken, overall
throughout the Authority there are sound systems in place, the internal control system can always be
improved, We will ensure that any recommendations for improvement arising from internal audits to
the control system are implemented,

Richard Bull Wal Bowman

Chief Fire Officar Chief Emergency Planning Officer
Ged Fitzgerald Keith Beardmore

Clerk to the Authority Finance Officer

Peter Gibson

Chairman

Dated 25" September, 2006



Consolidated Revenue Account
Year ended 31st March, 2006

2005/06 2005/06 2005/06 2004/05
Net " Net
Expenditure Income  Expenditure ‘Expenditure
E£000 £000 E00D E000
Community Fire Safety 9,239 1,084 8,155 4 091
Fire Fighting & Rescue Operations 52,265 6461 45,804 44 535
Fire Service Emergency Planning and Civil
Defence 524 575 (52) (12)
Carporate and Democratic Core 342 18 326 300
Mon Distributed Cost £E8 8] 568 635
Net Cost of Services 62,938 B,137 54,801 49952
Interest Receivable 0 940 (540) (B48)
Transfer from Asset Manzgement Revenue
.cocount 0 303 (303 [335)
Pensions interest cost and expecied return on
pensions asset 24,370 0 24,370 21,520
MET OPERATING EXPENDITURE 87,308 9,380 77,928 70,489

Appropriations
Transfers tolfrom General Reserves

Celegated Surplus 722 713 g 281
Civil Defence Revenue Reserve 74 22 nZ 22
Cleaning D50 Reserve &7 89 (22} 58
Insurance Reserve FLTi 728 20 {1,027}
Insurance Provision 52 516 36 28
Fension Reserve 1,480 0 1,480 3,481
PF| Smocthing Reserve 2,321 0 2,321 1,840
Reserve for Early Retirement ] 3 (3 0
Contribution to/from the FRS17 Fension

Raserve 8] 22,990 (22.980) (18,640)

Contributions to/from Capital Reserves :

Provision for Repayment of External Loans
AMOUNT TO BE MET FROM
GOVERNMENT GRANTS AND LOCAL
TAXPAYERS

This was financed by

Ravenue Support Grant 26,279 (26.279) (26.925)
Matinnal Non Domestic Rates 12.515 (12.515) (10397
Precept Income (inc, Late Rating Adjs.) 20,705 (20,705) (19,657)
Collection Fund Surplus/({Deficit) 223 223) {238
(SURPLUS)/DEFICIT FOR THE YEAR 03,281 94,249 968 035
General Fund Balance at Start of Year (5,380) (4,445)
GEMERAL FUND BALANCE AT END OF
YEAR 65,348 (5,380)
24



Notes to the Consolidated Revenue Account

1. Subjective Summary
The analysis reflects the requirements of the BVACOP where internal recharges have been
allucated to the service recipient and ensures thal this expenditure appears only once in the
accounts and that it reflects the total cost principle of BVACOP. It eliminates double counting of
the same recharges. This treaiment has been applied consistently for both 2005/2008 and
20042005,

2005/2006 2004/2005
£000 % £000 %

Expenditure
Employee Expenses 53 528 55.80 48,494 53.35
Premises Related Expenses 1 664 177 1,636 1.87
Transport Related Expeanses 1,701 180 1,564 1.79
Suppiies, Services & Other Expenses 3,764 3.99 3,674 4.08
Agency & Contracted Bervices 1,094 1.16 a7 (% |
Capital Charges 1,918 2.04 2,142 2.44
Contributions to Pension Reserve 1,480 1.57 3481 3.97
Cleaning D50 Reserve 68 007 88 @10
Insurance Provision 578 0.61 618 071
Contribution to Earmarked Reserves 25321 2.48 2,420 276
Underspend on Delegated Budget C/Fwd 798 0.84 T35 .84
Pansions Interest cost and expecled return
on Pension Asset 24370 2586 21,520 24,56
Increass in General Balancas 868 1.03 1,248 1.42

94 248 100.00 87,6186 100.00
Income
Government Grants 3,088 3.28 2,333 266
Qther Grants, Reimbursements & Contributions 4,245 450 4 599 NN
Customer & Client Receipis 1,535 163 1,202 1.37
Interest on Revenue Balances 940 1.00 848 0.74
Revenue Support Grant 26279 2758 26 925 30.73
Mational Non Domestic Rates 12,515 13,28 10,397 11.87
Pracept 20,705 2187 19,657 2244
Collection Fund Net Surplus!{Deficit) 223 0.24 238 027
Cleganing DSO Apprapriation Account 89 0.09 31 004
Transfer from Asset Mgmt Revenue Account 303 0.32 335 038
Contribution from Capital Reserves 826 0.09 261 0.z0
Cantribution from Reserve for Early Retirement 3 0.00 0 0.00
Insurance Frovision 513 0.54 1,618 1.84
Underspend on Delegated Budget B/Fwd 735 0.78 422 0.48
Contribution from FRS 17 Pension Reserve 22,990 24,39 18,640 2127
Decrease in General Balances 4] Q.00 311 0.38

94,249 100.00 87616 100.00

(]
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. Trading Services
The Authority is required to publish the resulls of services it operates on a trading basis. The
Cleaning Trading Account continues to be maintained an a trading basis and is included In the
Best Value Accounting Code of Practice Cost of Service analysis.

2005/2006 2004/2005
£000 E00O
Income
Charges to Other Accounts.of the Authority 237 345
Expenditure
Labour 180 225
Materials S0 55
Transport and Plant 1 5
Cverheads g 3
Total Expenditure 280 288
Surplus for the Year 37 58
Appropriation Account
£000 £000
Balance at Start of Year a9 31
Surplus for the Year a7 58
126 89
Wilisation of Surplus in the Year 58 0
Balance at End of Year 6B 89

3. Pensions

Uniformed Staff
In 2005/2008, the net cost of pensions and other benefits amounted to £14 83m (2004/2005 -
£13.14m), representing 54.80% (2004/2005 — 47 .78%) of pensionable pay,

Non Uniformed Staff

The pension costs that are charged fo the Authority's accounts in respect of non-uniformed staff
are equal {o the contributions paid to the funded pension scheme for those employees. Further
costs arise in respect of certain pensions paid to retired employees on an unfunded basis. The
fotal of these costs in 2005/2006 was £253 660 (2004/2005 - £411 581), which represented 5.87%
(20042005 — B.72%) of pensionable pay. These costs have been determined on the basis of
confribution rates that were re-established to meet 100% of the liabilities for the Pension Fund
The Fund's actuary, based on triennial actuarial valuations, the last review being 31st March,
2004, determines the coniribution rate. The employer's contributions certified by the actuary to the
Fund in respect of the period 1% April, 2005 to 31" March, 2008 is 233% of the employer's
confribution for each year,

As part of the terms and conditions of employment of its employees, the Authority offers retirement
benefits. Although these benefits will not aciually be payable until employees retire, the Authority
has a commitment to make these payments, and this neads io be disclosed at the time that
employees earn their future entitlement

The Authority participates in two pension schemes, bath of which are defined benefit scheme:
26
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* The Local Government Pension Scheme for non-uniformed employees, administered by
South Tyneside Metropalitan Borough Council. This is a funded scheme meaning that the
Authority and employesas pay contributions into a fund, calculated at a level intended to
balance the pensians liabilities with investment assets,

=  The Firefighters Pension Scheme for uniformed employees. This is an unfunded scheme,
meaning that there arg no investment assels built up to meet the pensions liabilities, and cash
has to be provided to meet actual pensions payments as they eventually fall due

The Authority recagnises the cost of retirement benefits in the Net Cost of Services when they are
zarned by employees, rather than when the benefits are eventually paid as pensions. However,
the charge required o be made against council tax is based on the cash payabla in the year, so

the real cost of retirement benefits is reversed out of the Consclidated Revenue Account (CRA)
after Net Cperating Expenditure. The following transactions have been made in the CRA during

the year
Local Government Fire-fighters
Pension Scheme Pension Scheme
2005/06 § 2004/05 2005/06 § 2004/05
£000 £000 £000 £000

Met Cost of Services:

Current Service Costs (B830) [810) [(14,280) (10.480)

Fast Service Cosls (7 (30) (450) (600
MWet Operating Expenditure:

Interest Costs (1,230 (1,180 (24.070) {21.170)

Expected return on assets in the scheme 930 830

Amounts to be met from Government Grants
and Local Taxation
Moverment on Pensions Reserve 130 290 22,800 18,360

Actual amount charged against council tax for
pensions in the year:
employers’ contributions payable to scheme B 800

retirement benefits payable to pensioners 15,980 13,900

Note 17 to the Consclidated Balance Sheet contain details of the assumptions made in estimating
the figures included in this Note. Note 2 to the Statement of Total Movements in Reserves, details
the costs that have arisen through the estimates made in preparing figures for previous years,
having to be revised

4, Asset Management Revenue Account
The transactions in the account during the year were as follows:

£000 £000

Income

Charges for the Use of Fixed Assels (1,918) (2,141)
Expenditure

Pravision for Depreciation 821 880
External Interest Paid 784 826

Balance to the Consoclidated Revenue Account
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5. Publicity Account
Section 5(1) of the Local Government Act 1986 requires local authorities fo keep an account of their

expenditura on publicity
2005/06 2004/05
£000 £000

Employees 171 135
Running Expenses 30 33
Advertising for Staff 44 15

General Publicity / Promaotion

50 4
6. Members Allowances and Officers' Emoluments
Members Allowances
The amount paid to Autheority members during the year was!

2005/06 2004/05
£000 £000

Total Members Allowances Paid 59 (=14]

Officers Emoluments

The number of employees whose remuneration, excluding pension contributions, was £50,000 or
moreg in bands of £10,000 weare:

2005/06 2004/05

Number of Number of
Remuneration Band Employees

E50.000-- £58 988
£60,000 - £62,998
£70.000 - £79,999
£80,000 - £85 998
£80,000 - £35,938
£100,000 - £108 588

=k =k P T
— D= 3

7. External Audit Fees

2005/06 2004/05
£000 £000
Fees payvable to the Audit Commission with regard to external

audit services carried out by the appointed auditor 50 50

Feas payable in respect of other services provided by the appointed
Auditor 0 22
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8. Related Party Transactions

The Statement of Recommended Practice requires the disclosure of any material transactions with
related parties to ensure that stakeholders are aware when these transactions take place and the
amount and implications of such transactions. Relevant disclosures include the provision of suppor
services as disclosed in Note B to the Statement of Accounting Policies and Government Grants,
which is shown in the Notes to the Cash Flow Statement. In terms of support services, the value of
those received from Sunderland City Councll total £436,523 (£421 438 in 2004/05) and those
received frem Gateshead MBC was nil (£30,000 in 2004/05). Disclosures in respect of members’
interests are also required o be reported. After consultation with Members there are no disclosures to
report

9. Long Term Contracts

The Authanty entered into a contract in March 2003 to provide & new Fire Stations, a Service
Headguarters and a new Technical Services Centre. The construction programme commencged in
May 2003 but because of the financial and commercial trading difficulties of the parent company
(Jarvis plc) of the contractor, the construction programme suffered from significant delays that
resulted in significant cost increases.

During the year, the Authority engaged in discussions with Barclays Bank ple, who are providing
seniar debt for the project, in order to agree a set of proposals inciuding a programme for completion,
These discussions culminated in the Authority entering into a2 Support Deed far the scheme in
January 2008, As part of this agreement the equity holders and Barclays Bank plc undericok to
provide significant additional finance, whilst the Authority would confribute £500,000 towards the
construction costs of the scheme, funded from savings that nave accrued to the Authority as a
consequence of the delay, The Authority contribution was conditional, principally in relation to the
delivery of all of the new facilities including snagging and demoiition works. The contract expires in
May 2029

The construction programme is now complete, with only snagging and demalition works remaining.
The final facility (Low Fell Fire Station) was handed over to the Authority on 27th March, 2006.

The expected Unitary Charges over the remainder of the 25 year contract term are as follows
(assuming inflation of 2.5% per annum):

2005/2006 £1.118 million

2006/2007 £3.595 million

2007/2008 to 2011/2012 £14.765 million
2071212015 to 201672017 £18.403 million
2017/2015 to 202172022 £20.584 million
2022/2023 to 2026/2027 £21.919 million
202712028 to 20292030 £14 654 millian

The contract payments are partly supported by Government grant assistance based on Private
Finance Initiative (PFI) credits of £25.770 millian. As part of the reforms to Local Authority PF1 Grant
announced by ODPM, the Authority has taken the opportunity offered to move to the annuity method
of calculation of grant entitliement, This became effective from 1st April, 2005 The following shows
the expected receipt of grant over the remaining contract period;

20052008 £2.804 million

2006/2007 £2.804 million

2007/2008 to 2011/2012 £11.215 millian
2012/2013 1o 2016/2017 £14.018 million
201772018 to 2021/2022 £14.018 millian
20222023 to 2026/2027 £14 018 million
2027/2028 to 2028/2030 £8.761 millien




10. Regional Management Board

The Regional Management Board (RME) is presently constituled as a joint committee under sections
101 and 102 of the Local Government Act 1972, Representatives of the Northumberland, Cleveland,
Durham and Darlington and Tyne and Wear Fire and Rescue Authorities make up the joinl committes,
Each of the constitutional authorities are joint signatories to an Agreement which details the
constitution, voting powers, political group aspects, corporate governance, financial aspects, advice
and suppart arrangements

The purpose of the RMB is 1o accomplish improvement in the Fire and Rescue Service through its
work in the following key areas;

Integrate commen and specialist services;

Put in place effective resillence plans for large scale emergencies,

Introduce regional perscnnel and human rescurce functions;

Develop a regicnal approach o training,

Establish regional contral cenfres,

Intreduce regional grocurement within the context of a national procurement strategy.

o [ - L 3 L 3 L 3

The Authority has provided defined delegated powers to the RMEB for particular policy issues and to
promote and consider the business case for specific regional initiatives on a collaborative basis,
threugh a designated lead authority or alternative responsible body, for consideration and approval by
Constituent Authorities

The Autharity has contributed £31,364 to the RMB during 2005/2008,

11. Finance and Operating Leases
The Authority uses various eguipment and vehicles &.9. water tenders, which are financed under the
terms of an operating lease. The following is a summary of transactions involving leases.

2005/2006 2004/2005
Leases Leases | Leases Leases
£000 £000 £000 £000
Capitai Value of Assets acquired 158 a 38 a3
Total lease rentals paid 872 8 1.037 12
Liability for remaining primary period rentals 3,220 106 3,875 114

The total liability can be analysed as foflows:

2005/2006 2004/2005

Leases Leases Leases

£000 £000 £000
Leasing expiring 1n 1 years time 748 8 764 8
Leasing expiring in 2 io 5 years time 2,007 33 2,338 33
Leasing expiring in 6 years and over 455 B5 773 73
3,220 1068 3,875 114
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12. Prior Year Adjustment
Comparative figures have beean restaled within the Accounts to reflect a prepayment in previous years
in respect of pension payments to refired firefighters, This adjustment has no impact on the reperted
surplus for 2004/2005 within the Consclidated Revenue Account, but increases the appropriation fo
the Pension Reserve by £935000 The Consclidated Balance Sheel has also been adjusted to
reflect the increased Pension Reserve
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Consolidated Balance Sheet
As at 31™ March

FIXED ASSETS
Operational Assels
Dperational Land & Buildings
Vehicles, Plant & Furniture
Mon QOperational Assels

Long Term Debtors
Residual Interast in PFl scheme
TOTAL LONG TERM ASSETS
CURRENT ASSETS

Stocks & Stores

Debtors

Short Term Investments

Cash at Bank

Cash in Hand [Officers’ Imprests)
CURRENT LIABILITIES

Shert Term Borrowing

Creditors

TOTAL ASSETS LESS CURRENT LIABILITIES

Long Term Borrowing
Deferred Liabilities
Insurance Provision

Note

(2)
(3

(4)
(5)
(6)

\7)

(8)
(2)
(10}

Liability related to defined benefit pension scheme

TOTAL ASSETS LESS CURRENT LIABILITIES

RESERVES

Fixed Asset Raestatement Account

Capital Financing Account

Usable Capital Receipts
Earmarkad Reserves

Imsurance Reserva

Fension Reserve

Reserve for Early Retirements

PFl Smocthing Reserve
Genesral Reserves

General Fund

Delegated Surplus

DSO

Civil Defence Revenuse Reserve

FRS 17 Pensions Reserve
TOTAL NET WORTH

{(11)

(12)

(13)
(14)

(15)
(16)

(17)

Lad
{ 5]

31st March 2006 31st March 2005

E00D £000 £000
32 450 30,144

2,361 34,811 1,185 31,329

J:h8h 2 162

38,368 33,491

20 T

a2 ks

38418 33.511
292 415
3.087 2,914
5674 3,555
19,649 16,016

2 28,684 2 22902
735 718

3,249 (3,584) 2,294 (3:013)

63,118 53,400

(17.471) (17,550)

(84) 93}

$552) (516)

(654.970) 456,030)

14,8495 9,851

5808 5920

1958 198

T 728

11,822 10 442

55 58

4,161 1,840

5.348 5,380

722 713

a7 89

74 22

(554,970) (456,030)
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Notes to the Consolidated Balance Sheet

1. Movement on Fixed Assets

Vehicles, Non

D“";"u'l'l:"i‘:gi Plant8 Operational

Equipment Assets

£000 £000 £000
Gross Book Value 31st March 2005 32 027 2.931 2,162 37120
Revalustions & Restatement 3,040 0 102 3,142
Reclassification (2,254) 1,009 1,248 C
Additions 167 458 48 B71
Disposals 0 0 n 0
Gross book value 31st March 2008 32,4980 4383 3:.555 40,933
Depreciation at 31% March 2005 1,883 1,748 [#] 3628
Depreciation on Revalued Assats (1,883} 0 0 {1,883)
Depreciation for the year 530 291 4] 821
Balance at 31st March 2008 930 2,037 (8] 2567

MNet Book Value at 31*' March, 2005 30,144

Net Book Value at 31° March, 2006 32,450 2,361 3,555 38,366

The assets of the Autharity have been valued by Mr. D, Bevan B.Sc. M.RI.C.5. Senior Estates
Surveyor, Sunderland City Council (valuation certificate dated 30" August, 2008), on the bases
referred to in the Statement of Accounting Policies (Page 15)

Mon-gperational Assets are transferred to Operational Assets upon completion,

The accounts reflect two sites previously classified as non-operational which have now beesn re-
classified as operational during 200520086

All assets are maintained within the General Fund

The Authority purchased assets totalling £0.671 million in 2005/2006. These assels were financed
using borrowing.

At 31st March, 2008 the Authority had approved £3.485 million of capital expenditure, which will be
spent in 2006/2007

Lad
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2005/2006 2004/2005
£000 £000

Capital Financing Requirement at 1*' April 18,36 18,080
Capital Investment
Cperational Assets B25 0
Non-operational Assets 46 1,002
Deferred Charges 0 a

Sources of Finance
Sums set aside from Revenue (735) (719)

Reguirement at 31* March

Explanation of Movemeantis In Year
Increase in underlying need (o borrow

(suppaorted by Government Financial Assistance) {64) 283
Increase in underlying need to borrow
iunsupported by Government Financial Assistance) 0 Y

pital Financing Reguirement

An analysis of fixed assets s

31st March 31st March
2006 (Nos.) 2005 (Nos.
Fire Stations - Qperational 18

2]

Fire Stations - Non-Operational 5 0
Training Centre 1 1
Techmoal Services Centre 1 1

2. Long Term Debtors

31st March 31st March

2006

Amounts falling due after one year
Car Loans to employees 0 1
Recovery of Overpaid Pensions 20 0
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3. Long Term Debtor — Residual Interest in PFl Scheme

The Authority entered into a PFl scheme for the provision of new operational facilities. The contract
expires in May 2029 and a long term debtor has been established which will be used ta build up the
residual interest in the facilities so that by the end of the contract term the residual interest 1s recorded
as an asset al its expected fair value. The use of the notional interest rate for fixed assets of 3.5% as
recommendad by CIPFA has been used to determine the profiling for each years accounting entries.
The estimated capital valug of the assets which will tfransfer to the Authonty in 202% 15 £3,048 880,

Amount as at Add New Amount as at
1st April Provision 31st March

2005 2006
£000 £000

PFl Residuzl Interest g 23 32

4. Stocks & Stores

31st March
2006

31st March

General Stock 292

5. Debtors

31st March 31st March

2006 2005
£000

Amounts falling due in less than one year:

Sundry debtors 1451 1,404
Pension Prepayments 805 823
FFl prepayments 508 6534
Employes loans 103 )

6. Short Term Investments

The Pension Reserve was set up during 2001/2002 as a method of smoothing the impact of the peak
in lump sum paymenis over subseguent years. Originally funded by a one-off contribution from
reserves, it is adjusted annually depending on the pension requirements for that year, and the
resulting balance invested

7. Creditors
3ist March 2006 31st March 2005
£000 £000
Sundry Creditors 252z 1,484
Payroll Creditors 827 810
3,249 2,294



8. Long Term Borrowing

The table below shows the source and maturity analysis of loans outstanding.

Value as at Value as at
31st March 31st March
2006 2005
E000 £000
Local Authority Borrowing (17.471) {17.550)
Source of Loan
Public Works Loan Board (12 GEB) {10,863}
Mortgage Loars (4.208) (5,832}
11.75% Stock {5B3) (815)
3% Funded Debt (14} {20}

An Analysis of loans by maturity

Maturing in 1-2 years {8) {4}
Maturing in 2-5 years (2,009} {1,558)
Maturing in 5-10 years (802) (899}
Maturing in more than 10 years (14,654 (15,089)

As borrowing for the Authority is consolidated within the borrowing undertaken by the Lead Authority,
Sunderland City Council, the above analysis of borrowing over loan types and periods is based on the

consolidated barrowing undertaken by Sunderland City Council

9. Deferred Liabilities — Finance Leases

The following values of vehicles are held under finance leases, accounted for as part of Operational

Fixed Assels.

Vehicles,

Plant and
Gross Book Value 31st March, 2005 g3
Revaluations & Resiatement 0
Additions 0
Disposals 0
GGross book value 31st March, 2008 93
Depreciation b/fwd 0
Depreciation for the year g
Balance at 31st March, 2008 g
Net Book Value at 31st March, 2006 | s g
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Cutstanding obligations to make payments under these finance leases (excluding finance costs) as at
31" March, 2008, accounted for as part of deferred liabilities, are as follows:

Vehicles,
Plant and

Obligations payable In 2006/2007 5
Cbligatons payable between 2047/2008 and 201072011 22
Obligations payable thereafter

Total Liabilities at 31st March, 20086

10. Insurance Provision

The Provision covers cerain insurance risks up to agreed limits. Above these limits, cover continues
to be maintained through the Insurance market. The most recent valuation (March 2008), of this
provision, by independent valuers has confirmed that the provision is adeguate to meet (ts assessed
lizbilities

Balance as at 1st April, 2005 516
Expeanditure during the year

Premiums and Expenses 3449

Settlement of Claims 164 - 513

Income during the year:
Contributions fram the General Fund 549

3
545
Balance as at 31st March, 2006 m

11. Fixed Asset Restatement Account

This reserve was created for the first time in 1985/1896 in accordance with the capital accounting
reguiremenis. Revaluations of fixed asseis are written off to this account

Balance at 1st April, 2005 9,851
Revaluations 5,025
Disposals 5]
Build up of residual interest in PFI schemes 23

Balance at 31st March, 2006 14,899




12. Capital Financing Account

This reserve was created for the first time in 1895/1998 in accordance with the capital accounting

requirements. Depreciation and external interest charges on loans are charged to the account, The
balance on the account is transferred toffrom the Ceonsolidated Revenue Account in the year in which
it ooocurs

Balance as al 15t April. 2005 5,820
Minimum revenue provision (less depreciation

provision) - refer to note below {B6)
Deferred PFI debtor 28)
Balance as at 31st March, 2006 :

Mote to MRP line
Theeniry in respect of the Minimum Revenue Provisian in the Consaolidated Revenue Account can be
analysed as follows:

Provision for the Repayment of External Loans

£000

Minimum Revenue Provision ’ 735
735
less depreciation charge 821

13. Usable Capital Receipts

These are capital receipts that have not been used to finance capital expenditure or to repay debt,

Bzlance as at 1st Apnl, 2005 198
Capital receipts in year from sale of assets d

158
less utilised to repay debt in 2005/2006 0

legs contribution to PPP schame 0

Balance as at 31st March, 2006 | 198

14. Insurance Reserve

This reserve relates to additional capital held to protect the Authority from any unexpeacted volatility,
potential future changes in legislation that could be refrospective, any unknown exposures that may
arise in the future and the MMI Schame of Arrangement reserve that was established in 1993/1584 {o
cover a possible shortfall in the eventual setttement of claims against MMI.
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15. Pension Reserve

This reserve was created in 2001/2002 to even out the impact of future year's firefighters pension
liabilities. The Pension Account within the revenue account is ringfenced with any year-end balances
bing transferred 1o the reserve. The new funding arrangements for firefighter pensions are at a very
garly stage and may be subject to a further review in the near future. The position will be closely
manitored and decisions laken with regard to the future and level of this reserve as appropriate

16. Early Retirement Reserve

This reserve was established in order to cover fulure compensatory added years payments,
associated with an early retirement during 2002/2003. This has ensured that the costs are covered in
the year of retirement and will not lead to on-geing revenue implications. The reserve will be reduced
each year s payments are made to the Tyne and Wear Pension Fund.

17. FRS 17 Disclosures at 31st March 2006

Mote 3 1o the Consolidated Revenue Account containg details of the Authority's participation in the
Local Government Pension Scheme (Tyne and Wear Pension Fund, administered by South Tyneside
Metropolitan Borough Councit) and the Firefighters Pension Scheme in providing Uniformed and non-
Uniformed employees with retirement benefits

The underlying assets and liabilities for retirement benefits atiributable to the Autharity at 21 March
are as follows
Local Government Fire-fighters Total
Pension Scheme Pension Scheme
Net Pension Asset 2005/06 |2004/05| 2005/06 | 2004/05 | 2005/06 | 2004/05
£000 £000 £000 £000 £000 E000

Estimated Employer Assets (A) 17,170 13,250 - . 17.170 13,250

Total Value of Liabilities(B) 26710 22970 545430 445,310 572140 489,280

SRRSO o o-z0 Lois | isaiolssismo lusson)

The liabilties show the underlying commitments that the Authority has in the long-run to pay
refirement benefits. The total liability of £555 million has a substantial impact on the net worth of the
Authority as recorded in the balance sheet, resulting in & negative balance of £510 million. However,
the position must be considered in the context of the arrangements for funding the deficit:

» |f necessary, the deficit on the Tyne and Wear Pension Fund will be made good by increased
contributions-over the remaining working life of employees, as assessed by the scheme actuary

=  Finance is only required to be raised to cover the uniformed pensions when these pensions are
actually pad. Liabilities for the Firefighters Pension Scheme have been assessed using the
projected unit method, an estimate of the pensions:that will be payable in future years dependent
on assumptions about mortality rates, salary levels, etc. The Government Actuary's Department
(GAD) was appointed by the Authority to assist with the assessment of accrued pension liabilities
under the Firefighters Pension Scheme far the year ended 31 March, 2006



Liabilities for the Tyne and Wear Pension Fund have been assessed on an actuarial basis using the
projected unit method, an estimate of the pensions that will be payable in future years dependent on
assumpfions about mortality rates, salary levels, etc. The Fund's liabilities have been assessed by
Hewitt, Bacon and Wocdrow Limited, an independent firm of actuaries, estimates for the Pension
Fund being based on the |atest full valuation of the scheme as at 31* March, 2004.

The main assumptions used in their calculations have been.
Local Government Fire-fighters
Pension Scheme Pension Scheme
Assumptions 2005/06 2004/05 2005/06 2004/05
% per annum | % per annum il % per annum | % per annum

Price: Increase 2.0 29 3.2 2.8
Salary Increase 4.5 4.4 4.7 4.4
Pension Increase 30 2.9 3z 28
Discount rate 449 5.3 4.4 5.4
Rate of increase to deferred pensions 30 2:9 - -

The Firefighlers Pension Scheme has no assets to cover its liabilities. Assets in the Tyne and Wear
Pension Fund are valued at fair value, principally market value for investments, and consist of the
following categories, by proportion of the total assets held by the Fund:

2005/06 2004/05
% %

Assets (Employer) Long Term

Return
% per annum

Equities 7.3 68 €5
Government Bonds 43 12 15
Corporate Bonds 4.9 g 10
Property 6.3 g B
Other 4.6 2 2

Total . cc 100l 100]

The above figures have been provided by Hewitt, Bacon and Woodrow Limited, actuaries to the Local
Government Pension Scheme {(administered by South Tyneside Metropolitan Borough Council) and
the Government Actuary Department {GAD) using information provided by the scheme and
assumptions determined by the Authority in conjunction with the actuary,

Actuarial calculations involve estimates based on assumptions about events and circumstances in the
future, which may mean that the resull of actuarial calculations may be afiected by uncertainties
within a range of possible values

18 Post Balance Sheet Events

Private Finance Initiative — Disposal of Pilgrim Street

As part of the Private Finance Initialive amrrangements, the disposal of the Authority's former
headguarters al Pilgnm Street, Newcastle was completed in May 2008. This disposal generated a
capital receipt of £3m that will be reflected in the Authority's Accounts for 2008/2007. and is
considered a non-adjusting post balance sheet event in the Accounts for 2005/2008
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Frivate Finance Initiative - Change Orders

The PF| contract allows for changes to works and services to be made by the Authority or the
contractor in respect of issues which could not be anticipated or quantified at contract signature, or
changes imposed by external factors for which the Autharity has retained responsibility,

Faollowing extensive and detailed negotiations between Officers of the Authority and the contractor,
identification of the maximum amount due in respect of ‘side letter’ agreements and change orders
has been made at £542.000. As the sum of £200000 has already been approved within the
Authority's 2006/2007 Capital Programme in respect of works {o the fire house at each station, the
remaining maximum commitmeant is £342,000,

Pensions - Changes to the Local Government Pension Scheme

The Local Governmeni Pension Scheme (Amendment) Regulations 2008 (31 20068/98), which look
effect from 15t Aprll, 2006 made a number of changes to Local Government Pension Scheme (LGPS)
benefits, including the right of scheme members in elect to fake an enhanced tax free lump sum in
return for a reduced annual pension. The terms on which the scheme allows for commutation are not
actuarially neutral and there is a net benefit to employers of scheme members electing to take
enhanced lump sums. however, as thess reguiations were not in force as at 317 March, 2008, this is
considered to be a non-adjusting post balance sheef event,

Pensions - Changes to the Firefighters Pension Fund

From 1% April, 2008, revised employer and employee contribution rates will be applied, with these
confributions being paid intc a separate local firefighters pension fund. The fund will be topped up by
Government grant if the contributions are insufficient to meet the cost of pension payments, with any

surplus in the fund being recouped by Government.

The pension fund will appear as a separate income and expenditure statement in the Authority's
Statement of Accounts from 2008/2007 onwards, with 2 separate Balance Sheet also being reguired.
The pension fund will be ring-fenced to ensure accounting clarity, As the new scheme was not in
force as at 31" March, 2006, this is considered to be a non-adjusting post balance sheet event.

19. Contingent Liabilities

Single Status

The Single Status national implementation agreement requires ail authorities to implement a pay and
grading review for all green book employees by 31¥ March, 2007. The Authority is currently working
lowards this.

Equal Pay Claims

The Authority has received a small number of equal pay claims. The Authority is mounting a
strenuous defence of the claims and has appointed leading Counsel. However, if the Authority were
to lnse the cases there would be a financial impact on the authority and options would then be
considered regarding the Authority's response.

20. Statement of Accounts — Authorisation for Issue

th

The Statement of Accounts were authorised for issue by the Finance Officer on 267 June, 2008.
Accordingly, this is the date up to which events after the Balance Sheet date have been considered,
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Statement of Total Movement in Reserves

This staiement brings together all the recognised gains and losses of the Autharity for the year.

Year ended 31st March, 2006
Notes 2005/06 2004/05
£000 £000 £000 £000
Surplusf{deficit) for the year:

- General Fund 063 935

add back Movements on specific Revenue Reserves 1 (95,074) (116:853)

deduct Appropriation from Pensions Reserve (22.950) {18,640)

Actuarial gains and losses relating to pensions 2 (75,950) (103.890)

Total increasel/(decrease) in revenue resources (193,046) (238,548)
Increasafidecrease) in ussable capital receipts Q 3l
Increaselidecrease) In unapplied capital grants and

contributions o .

Total increase/(decrease) in realised capital resources 0 B
Gains/(losses) on revaluation of fixed assets 5,025 (1,630)

Build up of residual interest in PF] schemes 23 g
Impairment losses on fixed assets due to general changes

in prices a g

Total increase/(decrease) in unrealised value of fixed

assetls 3 5048 (1,621)

Walue of assets sold, disposed of, or decommissioned

Capital receipts set aside a a

Revenue resources set aside (88B) (261)

Deferred PFI debtor (28] SR

Movement on Government Grants Deferred ) 0

Total increasel/(decrease) in amounts set aside 4 {112) 373

to finance capital investment

Increase ! (Decrease) on the Pension Reserve 98,940 122,530

TOTAL RECOGNISED GAINS AND LOSSES (89,170) | (117.260)

3.
A



Notes to the Statement of Total Movements on Reserves

(1)Movement on Specific Revenue Reserves

These amounts represent items which have bean charged o or credited to the Consolidated Revenue
Account, but which do not represent a net lossigain, but rather a transfer of unapplied revenue
FESOUTCES

Balance
brought Balance
Appropriation Actuarial fwd carried fwd
to/from Gains/Losses 31 March | 31 March
Revenue Pensions Movement 2005 2006
£000 £000 £000 £000 £000
Insurance Reserve 29 28 728 15T
Pension Reserve 1,480 1.480 10,442 11.822
Provision for Early Retirements (3 (3 52 55
Delegated Surplus g e T1a 722
DSO Reserve (22) (22) 89 67
FES17 Pension Reserve (22,990} {75,950) (98,940) (456,030) (554.970)
PFl Smoothing Reserve 2,321 2,321 1,640 4,161
Civil Defernce Revenue Reserve o2 52 22 74
19,124 75,8350 95,074 442138) (537,212)

(2) Actuarial Gain on Pension Reserve

The actuarial gains identified as movements on the Pensions Reserve in 2005/2008 can be analysed
nto the following categories, measured as absolute amounts and as a percentage of assefs or
iabilities at 31 March, 2006

Fire Fighters Pension Scheme

2005/06 | 2005/06 | 2004/05 | 2004/05 ] 2003/04 | 2003/04
£000 % £000 % £000 %
Differences between the expected and actual

return on asseis
Differences between actuarial assumptions

about liabilities and actual expernence (870) {0.20) (1,380 {0.31) (3,520) (1.08)
Changes in the demographic and financial
assumptions used {o estimate liabilities (75,3500 (13.80) (99.530) (22.30) (40850) (1200}

(44,370)
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Local Government Pension Scheme

2005/06 | 2005/06 | 2004/05 | 2004/05 | 2003/04 | 2003/04
£000 Yo £000 % £000 %

Differences between the expected and actual

retiirn on assets 2450 14.30

Differances between actuarial assumptions

about liabilities and actual experience 20 10

Changes in the demographic and financial

assumptions used to estimate liabilities (2.100) (7.90)
370

440 3.30
(390)  (1.70)
(3.020) (13.10)

(3) Movement in unrealised value of fixed assets

1520 12.90
(200 (0.10)
(270)  (1.50)

This movement represents the net revaluation of fixed assets, as disclosed in Mofe 1 fo the balance sheet

(4) Total Movement in amounts set aside to finance capital

investment

Capital receipts set aside in year
- reserved and voluntary receipts sel aside
- usable receipts applied

Total capital receipts set aside in year

Fevenue resources set aside in year

- capital expenditure financed from revenue

- recanciling amount for provisions for loan repayment
Total revenue rescurces set aside in year

Grants applied o capital investment in year

Deferred PF| debtor

Amounts credited to the asset management revenue account in year
Total movement on Government Grants Deferred Account

Total increasel/(decrease) in amounts

Balance brought forward at 1st April

Balance carried forward at 31st March
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2005/06 2004/05
Capital Capital
Financing Financing
Account Account
£000 £000
d C
0 0
0 0
0 0
86 261
86 261
& 0
26 (634)
ad 0
26 (634)
112 [(373)
(5,920) (5,548

(5,808




EAS

The Capital Financing Account represents the amounts set aside from capital receipts for the
repayment of external loans and the amount of capital expenditure financed from revenue and capital
receipts, It also contains the difference between the amounts provided for depreciation and that
reguired to be charged to revenue to repay the principal element of external loans,

Revenue resources sel aside in the year includes all sources of revenue financing and capital
financing 1n the year financing by government grant.




Cash Flow Statement

REVENUE ACTIVITIES

Cash Qutflows
Cash paid to and on behalfl of employees
Other Cperating Costs

Cash Inflows
Precept Income/Collection Funds Surplus
Non Domestic Rate Income
Revenue Support Grant
Other Government Grants 4
Cash Received for Goods & Services
Other Revenue Cash Payments/Income

Servicing of Finance
Cash Outflows
Interest Paid
Cash Inflows
Interest Received
Met Cash Flow from Revenue Activities

Capital Activities
Cash Qutflows
FPurchase of Fixed Assels
Cash Inflows
Sale of Fixed Assets
Net Cash Flow before Financing

Management of Liquid Resources
Increase (Decresse) in Short Term Deposits 3

Financing
Cash Qutflows
Repayments of Amounts Borrowed
Cash Inflows
Mew Loans Raised
Capital Raceipts Applied
Other Capital Financing
{increase)/Decrease in Cash & Cash Equivalents 2
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2005/06
£000 £000
£4 049

7.795

G2 744
(20,928)
{12,515)
{268.2758)
(3,088)
(1,535)
_ (4.861)

(69,308)

 (6,562)

794

(7285)

(6,494)

677

B

5,817

2,119

736G

(671)

0

(2.633)

2004/05 .
E00D £000
50,984

g.160

60,144
(19,896)
(10,387}
(28,925)
(2,323)
(1.213)
(4.588)

(65,352}

(5.208)
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___(B48)

(4,984)

1,085

(E48)

(4,547)

153

719

(1,002)

0

o

(4.677)



Notes to the Cash Flow Statement

(1) Reconciliation of Deficit to Net Cash Flow

Deficit ! {Surplus) for the Year {9E8)

Mon Cash Transactions

Add Minimurm Revenue Provision 86

Contribution to/from Reserves and Provisions (4,0892)
Uther _ _(BB3) (4,669
Items on Accruals Basis

Decreass In Stocks (123)

Increase in Debtors 163

Increase in Creditors [955) (925)

Net Cash Flow from Revenue Aclivities

(2) Increase/Decrease in Cash and Cash Equivalents

Movement 311032006 31/03/2005 2005/06
£000 £000 £000
Cash in Hand 19,681 15,018 3,833

Increase in Cash and Cash Equivalents

(3) Increase/Decrease in Liquid Resources

Movement 31/03/2006 | 31/03/2005  2005/06
£000 £000 £000
Shaort Term Investments 5674 3,855 2,118
Increase in Cash and Cash Equivalents 2,119
(4) Analysis of Government Grants
2005/06 | 2004/05
£000 | £000
Civil Defence 0 464
Office of the Depuly Prime Minister (QDPM) 3,088 1,858
3,088 2,323
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Notes to the Cash Flow Statement

(5) Increase/Decrease in Financing

Movement

Borrowing
Net Movement

31/03/2006 | 31/03/2005  2005/06

£000 |

(18,206}

£000 £000

(18,269)

63

(6) Reconciliation of Net Cash Flow to Movement in Debt

Increase in Cash During the Year
Increase in Liguid Resources
Decrease in Financing

Net Debt at 1% April, 2005
Net Debt at 31* March, 2006

48

3,633
2,119

63
1,304
7118
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Glossary of Terms

Accrual

A sum included in the final accounts to cover income or expenditure attributable to an accounting
period for goods received or work done, but for which payment has not been received/imade by the
end date of the period for which the accounts are prepared.

Accounting Policies
Those prnciples, bases, conventions, rules and practice applied by an entity that specify how the
effects of transactions and other events are to be reflected in its financial statements through:
s recognising
« zelecting measurement bases for, and
« presenting
assets, liabilities, gains, losses and changes to reserves

Accounting policies do not include estimation technigues.

Accounting policies define the process whereby transactions and other events are reflected in
financial statements. For example, an accounting policy for a particular type of expenditure may
specify whether an asset or a loss is to be recognised; the basis on which it is to be measured, and
where in the revenue account or balance shest it is ta be presented.

Acquired Operation

Operations comprise services and divisions of service as defined in CIPFA's Standard Classification
of Income and Expenditure. Acquired operations are those operations of the local authority that are
acqguired in the period.

Actuarial Gains and Losses
For a defined benefit pension scheme, the changes in actuarial deficits or surpluses that arise
because
¢ events have not coincided with the actuarial assumplions made for the last valuation
(Experience gains or losses) or
+ the actuarial assumptions have changed,

Agency Services
Services that are performed by or for other authorities or bodies, where the authority/body responsible
for the service reimburses the authority carrying out the waork for the cost of the work carried out

Asset Management Revenue Account

Anaccount the Authority maintains under capital accounting requirements. Depreciation and external
interest charges on loans are charged to the account, Capital charges for the use of fixed assets are
credited to the account, The balance on the account is transferred toffrom the consolidated revenue
account in the year in which it cccurs

Assets

Iterns of warth which are measurable in terms of money {valug). Current assets are ones that may
change in value an a day-te-day basis (2.0, Stocks and Stores). Fixed assets are tangible assels
that yield benefit to the Autharity and the services it provides for a period of more than one year,

Audit Commission
ls an independent body established by the 1882 Local Government Finance Act, which is responsible
for appointing auditors to local authorities.

Balance Sheet

A staterment of the recorded assets, liabilities and other balances at a specific date usually at the end
of an accounting periad.
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Balances
The capital or revenue reserves of the Authority made up of the accumulated surplus of income over
expenditure on the General Fund or any other fund,

BvACOP
The Best Value Accounting Code of Practice was developed from the key principles established from
the Local Government Act 1999 (Sections 5 and 8). It aims to: -
a) Modernise the system of local authority accounting and reporting to meet the changed and
changing needs of local government, particularly the duty to secure and demonstrate Best
Value in the provision of services to the community,
by Facilitate accurate comparison between both services and authorities.
¢)  Strengthen the arrangements for recharging all support costs which may be reasdnably
charged to front-ling services and in so doing bringing efficiency pressures to support services
comparable lo those of service providers to the community
d) Represent best practice.

Capital Charge

The charge to the services for the use of fixed assets. As a minimum, the capilal charge must cover
the annual provision for depreciation, where appropriale, plus a capital financing charge determined
by apelying a specified notional rate of interest to the net amount at which the asset is included in the
balance sheet.

Capital Expenditure

Expenditure on the acquisition or provision of tangible assets which have a long term value to the
Authonty, e.g. land, purchase of existing buildings, erecting new buildings, purchase of furniture and
equipment,

Capital Financing Charges
The annual charge to the Revenue Account in respect of the minimum revenue provision and interest
on meney borrowed together with leasing renials,

Capital Financing Requirement

The capital financing reguirement is one of the indicators that must be produced as part of the CIPFA
prudential code. This measures the authority’'s underlying need to borrow for a capital purpose. In
order to ensure that over the medium term net borrowing will only be for a capital purpese, the local
authonty should ensure that net external borrowing does net, except in the short term, exceed the
total of capital financing requirement in the preceding year plus the estimates of any additicnal capital
financing reguirement for the current and the next two financial years.

Capital Grants
Grants received fowards capital expenditure en a particular service or project.

Capital Receipts

Money received from the sale of land or other capital assets. For non-housing authorities capital
receipts are held by the authority and can be used to pay for any kind of capital expenditure, to repay
debi to meet premiums on early debt repayments and to meet liabilities under credit arrangements.

Class of Fixed Assets
The classes of fixed assels required to be included in the accounting statements are:

Operational assets

« Land and Buildings

« ehicles, Plant and Furniture
Non-cperational assets

Further analysis of any of these items should ke given if it is necessary to ensure fair presentation:
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Consistency
The concept that the accounting treatment of like items within an accounting pericd and from one
period to the next is the same.

Consolidated Balance Sheet
The combined fund balance sheets of an authority. excluding trust funds.

Constructive Obligation
An obligation that derives from an authority’s actions where,

* by an established pattern of past practice, published policies or a sufficiently specific current
statement, the authority has indicated to other parties that it will accept certain responsibilities
and

* as aresult, the authority has created a valid expectation on the part of those other parties that
it will discharge those responsibilities.

Contingent Asset
& contingent asset is 2 possible asset ansing from past evenis whose existence will be confirmed cnly
by the occurrence of one or more uncertain future events not wholly within the Authority's control.

Contingent Liability
& condition which exists at the balance sheet date, which may arise in the future but where the
outcome will be confirmed only on the ocourrence or non-occurrence of one or more future events.

Contingencies
Sums set aside as a provision for iabilities which may arise in the future but which cannot be
determined in advance

Corporate and Democratic Core

The corporate and democratic core comprises ail activities which local authorities engage in
specifically because they are elected, mulli-purpose authorities. The cost of these activities are thus
over and above those which would be incurred by a series of independent, single purpose, nominated
bodies managing the same services. There is therefare no logical basis for apportioning these costs
lo services,

Council Tax
The form of local taxation operated from April 1983, based on properties.

Credit Approvals

The amount, as notified by Central Government, of capital expenditure which may be financed by
loian, leasing or other forms of credit. There are two types of credit approvals: basic credit approvals
[BCASs) and supplementary credit approvais (SCAs),

Basic Credit Approvals - BCAs are issued by the Secretary of State before the beginning of the
financial year and are only available for use in the relevant year for which they are issued. Each
authority received a single BCA and under normal circumstances BCA may be used for any type of
capifal expenditure

Supplementary Credit Approvals - any Government Minister may issue an SCA for utilisation in
relation to.a particular category of expenditure or scheme which is ringfenced and specific in nature.
SCAs can, now, be used within a two year period from when they are issued, which was a measure
introduced by the government to give more flexibility in their use and to ensure the rescurce was
actually used

The system of capital funding through credit approvals was abelished in the Local Government Act
2003 and replaced by funding through Supported Capital Expenditure (Revenue).
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Credit Ceiling
ls a measure of the difference between the authority’s total liabilities in respect of capital expenditure
financed by credit and the provision that has been made to meet those liabilities.

Creditors
Amounts owed by the Authority for goods and services provided where payment has not been made
at the date of the balance sheet

Current Service Cost (Pensions)
The increase in the present value of a defined benefit scheme's liabilities expected to rise from
employee service In the current period,

Debt Outstanding
Amounts borrowed to finance capital expenditure that are still to be repaid.

Debtors
Sums of money due to the Authorily but not received at the date of the balance sheet.

Deferred Charges

ltems of capital expenditure, which do not result in, or remain matched by, tangible fixed assets.
Dieferred charges are charged to revenue in the year in which the expenditure is incurred or are
written down annually over an appropriate period where the expenditure provides a continuing benefit
o the authority,

Defined Benefit Scheme

A pension or other retirement benefit scheme other than a defined contribution scheme. Usually, the
scheme rules define the benefits independently of the contributions payable, and the benefits are not
directly related o the investments of the scheme. The scheme may be funded or unfunded (including
nationally funded),

Defined Contribution Scheme

A pension or other retirement benefit scheme into which an employer pays regular contributions fixed
as an amount or as a percentage of pay and will have no legal or constructive obligation to pay further
contributions if the scheme does not have sufficient assets to pay all employee benefits relating o
employee service in the current and prior periods,

Depreciation

The measure of the wearing oul, consumption. or other reduction in the useful economic life of a fixed
assel, whether arising from use, the passage of time or obsclescence through technological or other
changes.

Discontinued Operations

Cperations comprise services and divisions of service as defined in CIPFA's Standard Classification
of Income and Expenditure. An operation should be classified as discontinued if all of the following
conditions are mat

+ the termination of the operation is completed ither in the period or before the earlier of three
mionths after the commencemeant of the subsequent period and the date on which the
financial statements are approved,

+« the achivities related to the operation have ceased permanently;

s ihe termination of the operation has a material effect on the nature and focus of the local
authority's operations and represents a material reduction in its provision of services resulting
in gither farm itz withdrawal from a particular activity (whether a service or division of service
ar its provision In a specific geographical area) or from a material reduction in net expenditure
in the lecal authority's continuing cperations;

« the assets, liabilities, income and expenditure of operations and activities are clearly
distinguishable physically, operationally and for financial reperting purposes

52

8

T 00 T



Operations not satisfying all these conditions are classified as continuing.

Discretionary Benefits

Retirement benefits which the emplayer has ne legal, contractual or constructive obligation to award
and which are awarded under the authority's discretionary powers, such as The Local Governmant
[Discretionary Payments) Regulations 1996, the Local Government (Discretionary Payments and
Injury Benefits}{Scotland) Regulations 1858, or the Lecal Government (Discretionary Payments)
Regulaticns (Morthern Irefand) 2001,

Emeluments

All sums paid to or receivable by an employee and sums due by way of expenses allowances (as far
as those sums are chargeable to UK income ax) and the money value of any other benefils received
other than in cash. Pension contributions payable by either employer or employee ars excluded

Estimation Technigues
The methods adopted by an entity to arrive at estimated monetary amounts, corresponding to the
measurement bases selected, for assets, liabilities, gain losses and changes o reserves.

Estimation technigues implement the measurement aspects of accounting policies. An accounting
policy will specify the basis on which an item is to be measured. where there is uncertainty over the
manegtary amount corresponding to that basis, the amount will be arrived at by using an estimation
technigue, Estimation technigues include, for example
«  methods of depreciation, such as straight line and reducing balance, applied in the context of
a particular measurement basis, used to estimate the proportion of the economic benefits of
2 fangible fixed asset consumed In a perlad.
s Different methods usad to estimate the proportion of debts that will not be recovered,
particularly where such methods consider a populaticn as a whole rather than individual
balances

Exceptional ltems

Material items that derive from events or transactions that fall within the crdinary activities of the
autharity and which need to be disclosed separately by virtue of their size or incidence to give fair
presentation of the accounts,

Expected Rate of Return on Pension Assefs

For a funded defined benefit scheme, the average rate of return, including both income and changes
in fair value bui net of scheme expenses, expected over the remaining life of the related obligation on
the actual assets held by the scheme.

Expenditure

Amounts paid by the Authority for goods received or services rendered of either a capital or revenue
nature. This doss not necessarily invelve a cash payment - expenditure is deemed o have been
Incurred once the goods or services have been received, even if they have not yet been paid for (in
which case the suppligr is a creditor of the Authority).

Extraordinary ltems

Material items, possessing a high degree of abnormality, which derive from events or transactions
that fall cutside the ardinary activities of the authority and which are not expected to recur. They do
not include exceptional items nor do they include prior period items merely because they relate to a
pricr period.

Fees and Charges
Income arising from the provision of seryices.
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Formula Spending Shares (FSS5's)

This is the amount of revenue expenditure calculated annually by the Secretary of State for each
autherity as being the amount to be incurrad to provide a standard level of service. The total FSS for
each authority is usad for distributing the amount of Revenue Support Grant determined by Central
Government each year,

FRS 1 - Cash Flow Statements

Requires the Authority to prepare a cash flow statement in a manner prescribed by the FRS, Cash
flows are increases or decreases of cash, cash being cash in hand and deposits repayable on
demand less overdrafts repayable on demand.

FRS 3 - Reporting Financial Performance

The objective of FRS 3 is to highlight a range of compeonents of financial performance to aid users in
understanding financial performance. The aspect of FRS 3 affecting the authority’s accounis for
2004/2005 is the requirement to restate opening balances for the effects of prior year adjustments o
the accounts, where these adjustments are as a result of fundamental errors or changes in
accounting policies.

FRS 4 — Capital Instruments

This standard exisis to ensure that financial statements provide a clear, coherent and consistent
treatrment of capital instruments, particularly the classification of instruments, The standard also seeks
to ensure that redeemable instruments are allocated to accounting periods on a fair basis over the
period the instrument is in issue, and that the statement of accounts provides relevant information
concerning the nature and amaount of the authority's sources of finance and associated costs,
commitments and potential commitments

FRS B - Refated Party Disclosures

FRS 8 exists to ensure fhatl accounting statemenis contain the disclosures necessary to draw
attention to the fact that reported performance and results may have been affected by the existence of
redated parties and by material transaction with them,

FRS 11 = Impairment of Fixed Assets

FRS 11 seeks to ensure that fixed assets are recorded i the financial statements at no more than
their recoverabie amount, that impairment losses are measured and recognised on a consistent basis
and that sufficient information is disclosed in the statements to enable users to understand the impact
of impairments on the financial position of the Authority.

FRS 12 - Provisions, Contingent Liabilities and Contingent Assets

The chjective of this standard is to ensure that provisions (liabilities of uncertain timing or amount) are
recognised only when they actually exist at the balance sheet date. A provision may only be
recognised in the Authority's accounts when there Is an obligation as a result of past events, it s
probable that a transfer of econemic benefits will be required to settle this obligation and a reliable
estimate can be made of the amount of this obligation, A contingent liability or asset is not recognisad
on the balance sheet, although where these are material they are disclosad in the notes to the
accounts.

FRS 15 - Tangible Fixed Assets

This standard sels out the principles of accounting for tangible fixed assets. The objective is to ensure
that these assets are accounted for on a consistent basis in terms of their carrying amount and
depreciation policies

FRS 17 — Retirement Benefits

FRS 17 sets out the accounting treatment for retirement benefits such as pensions during retirement
The standard aims to show the value of benefits accrued and the value of assets sel aside to meet
these costs. For 2004/2005 the Consolidated Revenue Account shows the effects of over/under
funding of pension liabilities within the net cost of services.
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FRS 18 - Accounting Policies

This standard deals with the selection. application and disclosure of accounting policies, Mainly, that
for all material ilems the reporting body adopts the accounting policies most appropriate to its
particular circumstances for the purpose of giving a true and fair view, that accounting policies are
reviewed regularly to ensure thai they remain appropriate and that sufficient infermation is disclosed
in the financial statements to enable users to understand the accounting policies adopted and how
they have been implemented,

General Fund
This accounts for the services of the Authonty. The net cost is met by the Council Tax, Government
Grants and MNational Non Domestic Rates,

Going Concern

The concept that the guthority will remain in operatianal existence for the foreseeable future, in
particular that the revenus accounts and balance sheet assume no intention to curtail significantly the
scale of operations

Government Grants

Assistance by government and inter-government agencies and similar bodies, whether local, national
or international, in the form of cash transfers of assets to an authority in return for past or future
compliance with certain conditions relating to the activities of the authority,

Impairment
A reduction in the value of a fixed asset below its carrying amount on the balance sheet

Income

Amounts due ta the Authority for goods supplied or services rendered of either a capital or a revenue
nature. This does not necessarily involve a cash payment - income is deemed to have been earned
ance the goods or services have been supplied even if the payment has not been received (in which
case the recipient is a debtor to the authority),

Infrastructure Assels

These are inzlienable assets, expenditure on which iz recoverable only by continued use of the assat
created,

Examples of such asseis are highways, footpaths. bndges, water and drainage facilities.

Intangible Fixed Assets
These are non financial fixed assets, such as software licences, that do not have physical substance
but are identifiable and are controlled through custody or legal rights.

Interest Cost (Pension)
For a defined benefit scheme, the expected increase during the period is the present value of the
scheme liabililies because the benefits are aone period closer o seitlement

Investments (Pension Fund)

The investiments of the pension fund will be accounted for in the statements of that fund. However
authorities are also required to disclose, as part of the disclosures relating to retirement benefits, the
attributable share of pension scheme assets associated with their underlying abligations.

[ easing

The method of financing the provision of various capital assets to discharge the Authority's functions
outside normal borrewing procedures but within criteria laid down in the Local Authorities (Capital
Finance) Regulations 1850, There are different types of leases available of which the following are
most commonly used:

Operating Leases - may generally be described as those which da not provide for the property in the
assetto transfer to the local authority and where “the authority estimates on the commencement date”
that the value of the asset on the termination date of the lease will be equal ta or greater than 10% of
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its value at the commencement date. The full definition of an operating lease is set oul in Ragulation
8 of the Local Authorities (Capital Finance) Regulations 1990, Operating leases are exempt from
classification as a credit arrangement if the necessary criteria are satisfied.

Finance Leases - are leases that transfer substantially all of the risks and rewards of ownershipof a
fixed @sset to the lessee. Such a transfer of risks and rewards may be presumed to accur if, at the
inception of the lease, the present value of the minimum lease payments, including any initial
payment, amounts o substantially all of the fair value of the leased asset

Lender Option Borrower Option Loans (LOBO)

Many local authorities use LOBO Instruments as part of their overall berrowing portfolio. The commaon
feature of these loans is 2 reduced interest rate for an initial period and then a stepped increase fixed
to the end of the term. The lender can opt to increase the interest rate payable at the end of the initial
period. If the lender opis to increase the interest rate payable above the fixed rate then the borrower
can either agree to this increase and continue to repay the loan up o the maturity date or can reject
the new terms and repay the loan in full {without penalty). CIPFA and the Audit Commissicn have
looked closely into how to account for LOBO's, The Inclusion of options within LOBC's means the
lcans effectively become variable rate instruments and under FRS 4 accounting standard interest
should be averaged over the period to the earliest date at which the instrument would be redeemed or
cancelled on exercise of such an cption rather than the original term of the instrument where there is
uncertainty over the term of the instrument

Liabilities
Amounts due to individuals or organisations which will have to be paid at some time in the future.
Current liabilities are usually payable within one year of the balance sheet date.

Liguid Resources

Current asset invastments that are readily disposable by the authority without disrupting its business
and are either: readily convertible to known amounts of cash at or close to the carrying amount, or
traded in an active market.

Loans Outsfanding

The total amounts borrowed from external lenders for capital and temporary revenue purposes but not
repaid at the balance sheet date.

Londan Inter Bank Bid Rate (LIBID)
The rates of interest being bid on the London Money Market for various time periods

Long Term Contracts

A contract entered into for the design, manufacture or construction of a single substantial asset or the
pravision of a service (or 2 combination of assets or services which together constitute & single
project). where the time taken substantially to complete the contract is such that the contract activity
falls into different accounting periods. Some contracts with a shorter duration than one year should be
accounted for as long term contracts if they are sufficiently material to the activity of the period.

Minimum Revenue Provision
ls the minimum amount which must be charged to an authority's revenue accounl each year and sel
aside as a provision for credit liabilities, as reguired by the Local Government Act 1888,

National Non-Domestic Rate (NNDR)

With effect from April 1990 2ll non-domestic properties were revalued and the Government
determines a national rate poundage every year which is applicable to all local authorities. Local
authorities will continue to collect the non-domestic rate but the proceeds are pocled and distributed
by Central Government on the basis of an authority's adult population

Net Book Value
The ameount at which fixed assets are included in the balance shaet, that is their historical cost of
current value less the cumulative amounts provided for depreciation.
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Net Current Replacement Cost

The cost of replacing or recreating a particular asset in its existing condition and in its existing use, i.e.
the cost of its replacement or of the nearest equivalent asset, adjusied to reflect the current condition
of the existing assef

Net Debt
The authority's borrowings less cash and liguid rescurces. VWhere cash and liquid resources exceed
borrowings, reference should be to net funds rather than net debt.

Nef Realisable Value
The open market value of the asset in its existing use {or apen market value in the case of non-
operational assets) less the expenses to be incurred in realising the asset

Non-Operational Assets

Fixed assets held by a local authority but not directly occupied, used or consumed in the delivery of
services. Examples of non-operational assets are investment properties and assets that are surplus to
requirements, pending sale or redevelopment.

Operational Assets
Fixed assets held and occupied, used or consumed by the local authority in the direct delivery of
those services for which it has either a statutory or discretionary responsibility,

Past Service Coslis

For 2 defined benefil scheme, the increase in the present value of the scheme liabilities related to
employee service in prior periods arising in the current period as a result of the introduction of, or
impravement to, retirement benefits

Post Balance Sheet Events

Thaose events, both favourable and unfavourable, which ocour between the balance sheet date and
the date on which the Statement of Accounts is signed by the responsible financial officer.

Precept

The amount levied by the Tyne and Wear Fire and Rescue Authority which is collected by the Tyne
and Wear District Council's on their behalf,

Prior Year Adjustments

Those material adjustmenis applicable to prior years arising from changes in accounting policies or
from the correction of fundamental errors. A fundamental error is one that is of such significance as to
destroy the validity of the financial statemerits. They do not include normal recurring corrections or
adjustments of accounting estimates made in prior years.

Frojected Unit Method
An accrued benefits valuation method in which the scheme liabilities make allowance for projected
earnings. An accrued benefits valuation method is a valuation method in which the scheme liabilities
at the valuation date relate to
s the benefits for pensioners and deferred pensioners (i.e. individuals who have ceased {o be
active members but are entitled to benefits payable at a later date) and their dependants,
Allowing whare appropriate for future increases and:
e the accrued benefits for members in service on the valuation date.

The accrued benefits are the benefits for service up to a given point in time, whether vested rights or
not. Guidance on the projected unit method is given in the Guidance Note GNZ8 issued by the Faculty
and Institute of Actuaras.

Provisions
These are sums set aside to meet liabilities or losses which it is anticipated will be incurred but where
the amount and [ or the timing of such costs is uncertain
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FProvision for Credit Liabilities

Amount that is set aside from sales of capital assels, European grants and revenue to repay debl.
The requirement to report on provision for credit liabilities was removed In the Local Government Act
2003

Private Finance Initiatives (PFl)

PFl's are method of funding/acquiring assets such as schoals, but the supplier of the building is
usually an agreed contractor or bidder, usually over a 25 year term. The authority pays for the use of
the asset by means of a unitary charge and can acquire the asset after this term if included in the
terms of the contract. Up until this point (ke Authority does not own the asset and simply pays for the
use of the asset, Government grant is available to assist authorities who enter into these
arrangements, however, known as PFl credits. These have g direct impact upon the level of
government.grant paid each year to help pay for the scheme,

Prudence
The concept that revenue is not anticipated but is recognised only when realised in the form of cash
or of other assets, the ultimate cash realisation of which can be assessed with reasonable certainty.

Prudential Framework

Ore of the principal features of the Local Government Act 2003 was to provide the primary legisiative
requirements to introduce a new prudential regime for the control of Local Authority capital
expenditure. The regime relies upon both secondary legislation in the form of requlations, and a
prudential code which has been published by the Chartered Institute of Public Finance and
Accountancy (CIPFA)

Under the prudential framework local authorities are free to borrow without specific government
consent if they can afford to service the debt without extra government support. The basic principle is
that authorities will be free to invest as long as their capital spending plans are affordable, sustainable
and prudent. As a control mechanism to ensure this cccurs all authorities must follow the prudential
code published by CIPEA, This involves setting various prudential limits and indicators that must be
approved by the Authority before the start of the relevant financial year as part of their budget setting
PrOCEess,

Public Works Loan Board (PWLB)

A Central Government agency, which lends money to Local authorities at lower interest rates than
those generally available from the private sector. Local Authorities are able to borrow a proportion of
their requirements to finance capital spending from this source.

Rate of Return on Capital
The profit of the authority's DLO/DS0O's expressed as a percentage of the value of capital empioyed.

Related Parties
Two or more parties are related parties when at any time during the financial period:
« one party has direct or indirect control of the other party; or
s the parlies are subject to common contrel from the same source; or
» opne party has influence over the financial and operational policies of the other party to an
extent that the other party might be inhikited from pursing at all times its own separate
interests; or
« the parties, in entering a transaction, are subject to influence from the same source to such
an extent that one of the parties to the transaction has subordinated its own separate
interests,

Examples of related parties of an autharity Include:

« central government;

* |ocal authorities and other bodies precepting or levying demands on the Council Tax,
« s subsidiary and associated companies;

* is joint ventures and joint venture pariners;
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its members:
its chief officers; and
its pension fund

Examples of related parties of a pension fund include its:

administrating authority and its related parties;
scheduled bodies and their related parties: and

trustess and advisors.

These lists are not intendad 0 be comprehensive

For individuals identified as related parties, the fellowing are also presumed to be related parties:

members of the close family, or the same household, and
partnerships, companies, frusts or other entities in which the Individual, or a member of there

close family or the same household, has a controlling interest.

Related Party Transaction

A related party transaction |5 the transfer of assets or ligbilities or the performance of services by, to,
or for, a related party Irrespective of whether a charge is made. Examples of related party
lransactions include:

the purchase, sale. lease, rental or hire of assets between related pariies,

the provision by a pension fund to a related party of assets or loans, irrespective of any direct
gconomic benefit to the pension fund,

the provision of a guaraniee to a third party in relation to a liability or obligation of a related
party,

the provision of services to a related party, including the provision of pension fund
administration services,

transactions with individuals who are related parties of an autherity or a pension fund, except
those applicable o other members of the community or the pension fund, such as Council
Tax, Rents and payable of benefits

This list is not intended 0 be comprenensive

The materiality of related party transactions should be judged not only in terms of their significance to
the autherity, but also in relation to its related party.

Renewals Accounting

Where renewals accounting Is adepied, the level of annual expenditure required to maintain the
ppergating vapacity of the infrastiuclure assel s bealed as deprecialion changed lor the period, Actual
expendiiure is capitalised as incurred. Renewals accounting may only be used for infrastructure

assets.

Research and Development
Expenditure falling info ane or meore of the following broad categories:

e

pure {or basic) research: expermental work undertaken primarily to acquire knowladge,
applied research: original investigation undertaken lo gain knowledge towards a specific
practical objective.

development: use of knowledge to prodice new or substantially improved materials, devices,
products or services, to install new processes or systems prior to the commencement of
commercial praduction or commercial applications. or to improve substantially those already
produced or installed
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Reserves
These are sums set aside to maet possible future costs where there is no certainty about whether or
not the costs will actually be incurred

Residual Value

The net realisable value of an asset at the end of its useful life. Residual values are based on prices
prevailing at the date of the acquisition (or revaluation) of the asset and do not take account of
expected future price changes

Retirement Benefits

All forms of consideration given by an employer in exchange for services rendered by employees that
are payable after completion of employment. Retirement benefits do not include termination benefits
payable as a result of either

* an employer's decision loterminate an employee’s employment before the normal retirement
date ar

+ anemployes’'s decision to accept veluntary redundancy in exchange for those benefits,
because these are nol given in exchange for services rendered by employees.

Revenue Balances
These are the accumulated surpluses on the General Fund. They can be applied to reduce
borrowing, reduce the Council Tax, or held to be applied in future years,

Revenue Contribufions

The method of financing capital expenditure directly irom revenue, The Authority may determine that
certain capital schemes should be financed in this way or alternatively may include a prascribed sum
in the revenue budget for this purpose

Revenue Expenditure
Expenditure incurred on the day to day running of the Autharity, the costs principally include
employee expenses, capital financing charges and general running costs,

Revenue Supporit Grant (RS5G)
A grant paid by Central Government o every Local Authority to help to finance its expenditure
generally and not specific services. The grant helps o bridge the gap between Council Tax and
NNDR income on cne hand and the total assessment of the Authority’s need to spend on the ather.
The payment of RSG attermpts to ensure that differences in spending nesds and resources between
authorities are egualised, in order to permit each autharity to support a standard level of spending.
Scheme Liabilities
The liabilities of a defined benefit scheme for outgoings due after the valuation date. Scheme lizbilities
measured using the projected unit method reflect the benefits that the employer is committed to
provide for service up to the valuation date.
Settlement
An irrecoverable action that relieves the employer (or the defined benefit scheme) of the primary
respansibility for 2 pension obligation and eliminates significant risks refating to the obligation and the
assels used to effect the settlement. Settlements include:
= alump-sum cash payment to scheme members in exchange for their rights to receive
specified pension benefits,
= the purchase of an irrecoverable annuity contract sufficient to cover vested benefits) and
= the transfer of scheme assels and liabilities refating to a group of employees leaving the
scheme

Specific Grants
Government grants to Local Authorities in aid of particular services, e.g. community fire safety

Statements of Recommended Practice (SORFs)
Statements agreed by the Accounting Standards Board (established by the major accounting bodies)
setting out the current best accounting practice
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Statements of Standard Accounting Practice (S5APs)

Statements prepared by the Accounting Standards Committee to ensure consistency In accountancy
matters.. Many standards are now applied to local authority accounts and any departure must be
disclosed in the published accounts,

Stocks
Comprises the following categories:
« geods or other assets purchased for resale
consumabie goods
raw materials and compenents purchased for incorporation into products for sale
products and services in intermediate stages of completion
leng term contract balances
finished goods

Supported Capital Expenditure
Gaovernment provide support for capital expenditure in one of two ways:

»  Supported Capital Expenditure (Revenue);
»  Supported Capital Expenditure (Capital),

The Supported Capital Expenditure (Revenue) is in effect revenue support through the Revenue
Support Grant System for borrowing. The Supported Capital Expenditure {Capital) 1s a capital grant
given by government.

Under the Prudential Framework, the facility to undertake what is known as ‘unsupported borrowing’
15 available, However in deciding upon whether to undertake unsupported borrowing regard is
required-to be had to:
* the prudential indicators which are designed to assess whether capital investment needs are
affordable, sustainable and prudent;
= the effect on the revenus budget of any additional costs incurred.

Total Cost

The total cost of a service or activily includes all costs, which relate to the provision of the service
(directly or bought in) or 1o the undertaking of the activity. Gross total cost includes employee costs,
expenditura relating to premises and transport, supplies and services, third party payments, fransfer
payments, support services and capltal charges. This includes an appropriate share of all support
services and overheads, which need to be apportioned.

Trading Account

The term i3 used to cover activities previously known as Direct Labour Organisations (DLOs),
established under the Local Government, Planning and Land Act 1980, and Direct Service
Organisations (DS0s) established under the | aoal Governmeant Act 1988

Unapportionable Central Overheads

These are overheads for which no usér benefits and should not be apportioned to services,

Unsupported Borrowing
Under the Prudential Framework, the facility to undertake what is known as 'unsupported borrowing'
is available This is borrowing to fund capital expenditure where no support or provision is made by
the government to fund this barrowing. In deciding ugon whether to undertake unsupported borrowing
ragard is reguired to be had {o;

» the prudentiai indicators which are designed to assess whether capital investment needs are

affordable, sustainable and prudent,
» the effect on the revenue budget of any additional costs incurred

Useful Life
The period over which the authority will derive benefits from the use of a fixed asset
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Vested Rights
I relation to 2 defined benefit scheme, these are:
« for active members, benefits to which they would unconditionally be entitled on leaving the
scheme;
e for deferred pensioners, their preserved benefits:
« for pensioners, pensions to which they are entitied.

Vested rights include where appropriate the related benefits for spouses or other dependants
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item No.7

Letter of
Representation

Tyne and Wear Fire and Rescue Authority

Audit 2005/06



2 Letter of representation

Letter of representation

Financial Statements for the Year Ended 31°' March 2006

We confirm to the best of our knowledge and belief, and having made appropriate
enquiries of other officials to the Tyne and Wear Fire and Rescue Authority (the
Authority) and senior officials within Sunderland City Council, the following
representations given to you in connection with your audit of our financial statements
for the year ended 31 March 2006.

Statutory Responsibilities

We acknowledge, as the designated officers responsible for the Autherity's financial
affairs, our responsibility for ensuring the preparation of financial statements which
present fairly the position of the Authority and for making accurate representations to
you. To the best of our knowledge, all the accounting records have been made
available to you for the purpose of your audit and all the transactions undertaken by
the Authority have been properly reflected and recorded in the financial records. To
the best of our knowledge all other records and related information, including minutes
of all committees and management meetings have been made available to you.

Services provided by Sunderland City Council

We confirm that services provided to the Authority by Sunderland City Council have
been delivered and charged for in accordance with the Service Level Agreement
dated 4" January 2008, and that these costs have been properly reflected in the
accounts. \We also confirm that apportionment of year end balances in respect of
cash, bank overdrafts, loans and investments balances, have been correctly
apportioned and allocated between the Authority and Sunderland City Council.

Accounting estimates

We acknowledge our responsibilities for making the accounting estimates included in
the financial statements. Those estimates reflect our judgement based on our
knowledge and experience about past and current events and are based on our
assumptions about conditions that we expect to exist and courses of action we
expect to take. In that regard, the financial statements present fairly the financial
position of the Authority. We have complied with all aspects of contractual
agreements that would require adjustments to, or disclosure in, the financial
statements.
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Letter of representation 3

Related party disclosures

Save as disclosed to you, the Authority has not had, or entered into, at any time
during the peried, any arrangement, transaction or agreement to provide credit
facilities (including loans, quasi loans or credit transactions) for councillors and
officers or any person connected to them, to guarantee or provide security for such
matters. To the best of our knowledge there are no other material transactions
between related parties other than those which have been properly recorded and
disclosed in line with FRS 8. We therefore confirm that we have disclosed to you all
the information of which we are aware.

Law and regulations

We have disclosed to you all matters which involve pessible non-compliance with
laws and regulations together with the actual or contingent consequences which may
arise. We are not aware of any other events that involve possible or actual non-
compliance with those laws and regulations which are central to the Authority's ability
to conduct its business. Neither are we aware of other events or conseguences that
involve actual or possible non-compliance with laws and regulations where
consequences may have a potentially material effect on the financial statements and
which therefore should be considered for disclosure or as a basis for recording a loss
provision. Other than already disclosed to you, no financial guarantees have been
given to third parties.

There have been no reports from the Monitoring Officer or the Finance Officer
concerning transactions deemed to be ultra vires,

Commitments and contingent liabilities

We have disclosed to you all matters which involve pending or threatened claims or
litigation, unasserted claims and other assessments that would require revision of
the amounts, inclusion in the financial statements or disclosure in a note thereto.
Other than already disclosed to you, we are not aware of any material commitments
or contractual issues which require contingent gains/losses to be disclosed or
accrued in the accounts,

Post balance sheet events

We have disclosed to you all material events since the balance sheet date which
would require revision of the amounts included in the financial statements or
disclosure in a note thereto. In particular, we have no plans or intentions that may
materially affect the carrying value or classification of assets and liabilities, other than
those already disclosed in the financial statements.

Accounting standards

The Authority's financial statements have been provided in accordance with all
applicable accounting standards and CIPFA's Code of Audit Practice on Local
Authority Accounting (Statement of Recommended Practice).
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4 Letter of representation

Signed on behalf of the Tyne and Wear Fire and Rescue Authority
Richard Bull, Chief Fire Officer

Keith Beardmore, Finance Officer

Clir P Gibson, Chairman (on behalf of those charged with governance)

Date



